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The Control of Wages and the Value 
of Money: The Dutch Experience 


1. Introductory Remarks 


Roughly speaking, prices may change for two reasons: (a) because 
of a change in the number of hours it takes to produce a marginal 
unit of the commodity in question, and (b) because of a change in 
the number of monetary units paid for labour per hour. The first 
kind of change is of a technical nature and is often spoken of 
as a change in the marginal efficiency or productivity of labour, 
whereas (b) is a purely monetary change. Price changes due 
to (a) have definite limits determined by the natural conditions 
of production, the stock of real capital and the knowledge and 
administrative ability of entrepreneurs. Changes due to (b) are 
arbitrary, i.e. determined by the decisions and actions of people. 

Controlling money, or the value of money, is therefore identical 
with controlling the level of money wages. Since wages are 
arbitrary, i.e. have no automatically determined equilibrium value, 
and since cumulative changes in the value of money impair (or 
destroy) the efficiency of the monetary system with respect to 
production, the level of wages has to be controlled somehow. 

During the era of the Gold Standard, control of the wage 
level and thereby of the value of money was effected by the 
discipline imposed by the Central Bank on the labour market 
organizations. 

Knowing from experience that an expansion of economic 
activity and of credit might lead to an outflow of gold, the 
Central Banks of the individual countries would restrict credit. 
This generally led to a reversal of the upward trend in activity, 
wages and prices, and sometimes precipitated a crisis. 

Thus the Gold Standard mechanism prevented the realization 
of genuine full employment and produced cycles of rising and 
falling unemployment. Wages began to rise towards the close of 
the prosperity period and continued rising until somewhat after the 
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beginning of the recession. They generally kept constant at the 
bottom of the depression, and in extreme cases even fell in 
especially exposed industries. 

The overall result was a rising trend in wages, checked by 
recurrent periods of depression with heavy deflationary pressure. 

This way of controlling wages and the value of money was 
very costly in terms of human welfare. It did not result in a stable 
level either of prices or of wages, but up to the outbreak of the 
first World War it did prevent a collapse of the monetary system. 

It is clear that once the Gold Standard had been abolished and 
when, in addition, the governments of the various countries 
accepted the obligation to establish and maintain full employment, 
this mechanism of control could function no longer. If such a 
programme is to be taken seriously, a tendency of rising wages 
during a period of unemployment cannot be met by measures 
restricting total demand, whether such measures take the form 
of credit restriction or of fiscal policy. 

In a free economy, i.e. an economy guided by the consumers’ 
choice, excess demand for labour may occur in individual industries 
even when there is considerable average unemployment, say six 
or seven per cent. If restrictive credit or fiscal policy were to be 
employed in order to prevent such partial excess demand for 
labour (the so-called bottlenecks) from causing a rise in wages, 
the general level of activity would have to be kept so low as to 
leave a considerable fringe of permanent unemployment. This 
is not only incompatible with a programme of full employment, 
but means great waste of human resources and human happiness. 

On the other hand, if such bottlenecks are left to themselves, 
they will cause a partial rise in wages, which is not removed by 
the subsequent disappearance of the bottlenecks. With present 
trade union practice such partial rises are generally not only 
consolidated into a rise in official wage rates when collective 
agreements come to be renewed, but are even used as a justification 
for a corresponding rise in the general level of wages. 

If such a development is to be avoided, means must be found 
not only to control a rise in wages in periods of general unemploy- 
ment, but also to prevent partial excess demand for labour from 
developing into an irreversible rise of wages in particular industries 
and its transformation into a general rise of wages regardless of 
the state of the labour market. 
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These are the problems of control confronting an economic 
policy aiming at full employment. 

We shall now discuss the means by which control of wages 
could be established under such circumstances. 


2. 0. Means of Wage Control Under a Full Employment policy 


2.1. Voluntary Restraint on the Part of the Labour Organizations, 
or Government Persuasion 


When Sir William Beveridge, now Lord Beveridge, published 
his well-known book Full Employment in a Free Society (1) 
immediately after the war, he realized that, given the structure of 
the British labour market then prevailing, as it still does, full 
or very high employment would lead to uncontrollable wage 
movements. He assumed, however, that trade union leaders, too, 
were aware of the problem and that they were able and willing 
to act accordingly. He thought that centralization of negotiations 
for the whole labour market would make it possible for the 
leaders to keep the development of wages under control, and 
that such a change in the structure of the labour market would 
take place. 

Experience has shown, however, that the problem cannot be 
solved by such a change in the structure of the labour market. In 
countries such as the Scandinavian ones, where centralized settle- 
ment does take place, the development of wages has not differed 
essentially from that of countries such as Britain and U.S.A., 
where negotiations are decentralized. It does not seem possible, 
therefore, to solve the problem solely by a change in the structure 
of the labour market (2). 

Others have held the opinion that it should be possible for 
the Government to persuade trade union leaders to adopt a policy 
of wage restraint sufficient to solve the problem (3). 

Various such attempts have been made. In certain cases an 
agreement was made between the Government and the trade unions 
to the effect that during a certain period the unions were to refrain 


(1) London 1945. 

(2) Cf. ALLAN Fianpers, *’ Wage Policy and Full Employments *', Bulletin of the Ox- 
ford Institute of Statistics, 1950. 

(3) Cf. FLanpers, op. at. 
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from pressing for a rise in wages, on condition that Government 
price control prevented prices from rising. 

Such agreements are dangerous in a situation in which the 
Government has to introduce price control connected with official 
or unofficial rationing. Since the need for the control of wages 
is due to the adverse effects of an uncontrolled development of 
wages on the efficiency of the monetary system, the problem can 
obviously not be solved by measures which imply that the monetary 
system is partially prevented from functioning by the introduction 
of rationing. 

I should not maintain that these attempts of persuasion or of 
voluntary agreement between Government and trade unions have 
been entirely without significance for the development of wages. 
I think it would be very difficult to ascertain their effects. In any 
event, it is a fact that so far the problem has not been solved by 
such measures, and very few, if any, hold the opinion that it could 
be solved in this manner. 

Trade unions are created as combat organizations. They are 
based on the assumption that the exercise of power, i.e. strikes, 
boycott, etc., enables the unions to force the employers to grant 
wage concessions. It is further assumed that such wage concessions 
need not influence prices, so that a nominal rise in wages means 
a real rise in wages. It is irrelevant that such assumptions are 
erroneous. They still exist, if not amongst the leaders of the trade 
unions, at any rate amongst the rank and file. Leaders of the 
trade unions fear that if the unions give up their customary 
aggressive wage policy, they will disintegrate and trade union 
leaders therefore cannot be expected to advocate such a policy. 


2.2. The Resistance of Employers as a Deterring Factor 


According to experience the trade unions will — almost with 
the regularity of a natural law — advance claims for higher wages 
at the expiry of every collective agreement. With the same degree 
of certainty, the employers or their organizations will — at least 
at the outset — refuse to meet these claims. 

Now the question may be asked, whether this behaviour on 
the part of the employers will serve as a sufficient bulwark against 
a development of wages which may seriously threaten the efficiency 
of the monetary system? The answer to this question depends on 
whether or not there is a general belief that the Government intends 
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or is able to implement its proclaimed programme of maintaining 
full employment. 

If such an opinion prevails, it would seem to be quite irrational 
for employers to put up any very vigorous resistance against claims 
for higher wages. In the first place it is obvious that when a 
country balances on the edge of full employment, there will always 
be industries with an excess demand for labour (the bottlenecks 
mentioned above). Individual firms in such industries will be 
anxious not only to maintain the labour force they have, but even 
to attract labour from other sections. The wage claims raised by 
the workers in such an industry, therefore, will not meet much 
resistance on the part of employers, for in many cases it will be 
to the latters’ advantage to pay the higher wages rather than to 
have trouble with the workers. 

But even in the case of collective bargaining covering the whole 
labour market, employers will hardly offer effective resistance in 
the long run; so long as they feel assured that the Government 
will adopt measures to enable the firms to pay the higher wages, 
employers have no real interest in keeping wages down. On the 
contrary, the firms may, as debtors, gain by the ensuing fall in the 
value of money. At any rate it is to the advantage of employers 
that wage negotiations be settled without strikes or other forms of 
labour unrest. Nor could it be to any employer’s interest to refuse 
wage claims and thereby to serve as a scapegoat for the workers’ 
complaints about unsatisfactory wages and other conditions of 
labour. 

It must be admitted that the employers’ organizations have in, 
fact put up some resistance against the pressure for higher wages. 
Nevertheless I think it is almost universally true that concessions 
to wage claims have been made at the renewal of every collective 
agreement; in addition, cost-of-living clauses have been included 
in many agreements — in certain countries indeed in all of them. 
For these reasons the trade unions gradually have come to consider 
concessions to wage claims as a kind of vested interest. 

In judging the behaviour of the employers during the post-war 
period, it must be remembered that there has been a fairly stable 
level of employment in all countries. Over a very large area (U.S.A., 
Great Britain, Holland and the Scandinavian countries) there has 
even been an extremely high level of employment. Serious fluc- 
tuations of employment on the pre-war pattern have not been 
experienced. 
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Whether this was due to deliberate and successful policy on 
the part of the authorities or was the outcome of accidental forces 
or of measures taken for other purposes, it is obvious that this 
situation weakened any doubts which employers may have enter- 
tained concerning their ability to pay continually increasing wages. 

If a major depression should develop in the future or if the 
authorities should attempt to prevent the continual fall in the value 
of money by a restrictive credit or fiscal policy as in the era of the 
gold standard, then the employers would certainly change their 
attitude and put up much stronger resistance against claims for 
higher wages. 

Such a policy certainly has powerful supporters. Many _poli- 
ticians and even economists hold the opinion that the only effective 
means of curtailing the rise in wages and prices is an old-fashioned 
credit or monetary policy, and that governments should not under- 
write employment in spite of higher wages and a subsequent dete- 
rioration of the value of money. 

It is doubtful, however, whether such a policy has any chance 
.of success. In the first place powerful stabilizers have been built 
into the system. Thus in most countries the spending power of 
the wage earners is maintained in case of unemployment, by means 
of high unemployment benefit over long periods, ” after pay ” for 
weeks or months in case of discharge or even a ” guaranteed annual 
wage ”. 

Such measures weaken or even totally remove the cumulative 
effect of restrictive measures on wages and concentrate it on invest- 
ment. In these circumstances the undesirable consequences of credit 
restriction are obvious and it can hardly be carried very far. 

It should be added that the margin of unemployment required 
to keep the rise in wages within tolerable bounds may be so large 
that it becomes just as intolerable as the rise in wages. The com- 
paratively heavy unemployment which has, in fact, existed in Italy 
and Germany during the post-war period has not prevented a rise 
in wages in those countries similar to that of countries with nearly 
or absolutely full employment. 

It is not very likely, therefore, that the problem of wage control 
could be solved by creating unemployment. 

At any rate, we may conclude that if the generally accepted 
goal of economic policy to maintain full employment as far as 
administratively possible is to be realized, neither voluntary restraint 
by trade unions nor resistance by employers would provide any 
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guarantee against a rise in wages at a rate which would seriously 
impair the functioning of the monetary system. 

The solution, therefore, if there be one, seems to be some form 
of government supervision of the development of wages. 


3. 0. Government Control of Wages 


3.1. The Wage Control Scheme in The Netherlands 


Governmental interference with wages is no novelty. For many 
years provisions for minimum wages have been on the statute books 
of various countries. In some countries, e.g. Australia and New 
Zealand, compulsory arbitration of wage disputes has been in force 
since the beginning of this century. In other countries compulsory 
arbitration has been resorted to in a number of particular situations. 
Thus in Denmark no major wage dispute has been allowed to 
run its natural course for the last 25 years. 

However, none of these measures meet the problem we are 
discussing in this article. The idea behind minimum wages, the 
soundness of which I shall not discuss here, is to protect workers 
in an inferior bargaining position against an alleged exploitation 
by employers. The aim of compulsory arbitration is solely to 
protect society against the damaging effects of labour conflicts such 
as strikes, lock-outs and boycotts. The arbitration courts generally 
do not function unless the organizations of the labour market fail 
to come to an agreement, and the courts do not interfere with the 
contents of the agreements. The problem here at hand is altogether 
different, viz. the control of money wages in order to preserve the 
efficiency of the monetary system. Here the main thing is not to 
see to it that the labour market organizations agree, but rather to 
prevent these organizations from agreeing upon something which 
is against the public interest. 

To my knowledge the only country in the world which has 
had experience with supervision of wages for this purpose is 
Holland, and I shall, therefore, give a brief description of that 
country’s system. 

The backbone of the wage control scheme in The Netherlands 
is an order in Council issued in 1945, which authorizes the Minister 
of Social Affairs to control wages and other labour conditions. The 
administration of this power has been delegated by the minister to 








10 Banca Nazionale del Lavoro 


the Board of Conciliators, an institution inherited from pre-war 
Holland. 

The issuance of that Order may at the time have been intended 
as an emergency measure to meet the chaotic conditions then pre- 
vailing in Holland. However, governmental wage supervision has 
been maintained ever since and an elaborate system for the proper 
and smooth implementation of the regulation has developed. The 
basic condition for a satisfactory working of the scheme was, of 
course, the support of the great majority of the Dutch people and 
especially of the sections immediately concerned, the workers and 
the employers. 

During the German occupation the labour market organizations 
were dissolved. The leaders of the organizations, however, met in 
secret and formed an organ of co-operation, called ” The Founda- 
tion of Labour”. It consisted of twelve members, six representatives 
of the workers and six representatives of the employers. The func- 
tion of the Foundation was to discuss all labour market problems, 
and to give advice to the organizations which it represented and 
to the authorities. 

This institution, which emerged full-fledged after the German 
withdrawal, naturally became a corner-stone in the implementation 
of the Order in Council just mentioned. The procedure which 
was established may be described as follows. Claims for changes 
in wages are initially dealt with by the organizations of the indi- 
vidual industry concerned. Any agreement reached at that level 
has to be submitted to the Board of Conciliators for confirmation 
in order to become binding on the parties concerned. If it is not 
confirmed or accepted by the Board, the agreement is returned to 
the organizations which have submitted it, and work has to continue 
on the old conditions until the organizations in question have revised 
the proposals so as to become acceptable to the Board. 

However, the Board does not make its decision in an arbitrary 
manner. It has the obligation to consult the Foundation of Labour 
before making a decision. It has, therefore, become customary to 
submit any proposal for changes in existing agreements to the 
Board and to the Foundation simultaneously and, as I understand 
it, the examination of the proposal takes place primarily in the 
Foundation of Labour. 

The Foundation of Labour as well as the organizations which 
it represents are of course informed as to the principle according 
to which wages should be fixed. If, in the view of the Foundation, 
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the proposal is in accordance with these principles, it is formally 
submitted to the Board of Conciliators and as a rule confirmed. 
If on the other hand the proposal is not in accordance with these 
principles, it is further discussed with its initiators, and when such 
changes have been made that the Foundation is able to support 
the proposal, negotiations with the Board of Conciliators are resumed 
and as a rule an agreement is reached. 

Thus we see that the scheme provides for an elaborate machi- 
nery of negotiation and discussion. In all these negotiations both 
parties, workers and employers, are represented and their interests 
are the subject of discussion. It is only to be expected that there 
may be considerable disagreement between the various spheres of 
interest, but there is also a great likelihood of removing disagree- 
ment. Some disagreement may persist even at the stage of 
negotiation between the Foundation of Labour and the Board of 
Conciliators. 

I have been told, however, that only in very few cases has the 
Board rejected any proposal agreed upon by the members of the 
Foundation. In order to facilitate negotiations, the procedure has 
developed that a member of the Board of Conciliators takes part 
in the Foundation’s discussions. 


3.2. The Objective of Wage Control in The Netherlands 


It is clear that an administrative body like the Board of Con- 
ciliators, which has the final word with respect to the determination 
of wages, can act only on the basis of government instructions as 
to the principles according to which wage rates should be deter- 
mined. In other words the government must decide on the objec- 
tives of its wage policy and instruct the Board of Conciliators accord- 
ingly. 

Now, what has been the principle according to which wages 
have been regulated in The Netherlands? As far as I know no 
clear-cut official statement of these principles has ever been issued, 
and it may be that the authorities themselves have not always had 
any very clear conception of what the goal really should be. 
Perhaps it could be said that originally the aim of the introduction 
of the scheme was to put some brake upon the increase in wages, 
which, during the extremely critical period immediately after the 
war, might otherwise have seriously impaired economic progress 
or reconstruction in The Netherlands. 
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Gradually more definite ideas on the principle of wage-fixing 
have developed. During my stay in Holland in order to study the 
system, I interviewed several people competent to speak on this 
question. On the basis of those interviews I arrived at the con- 
clusion that the principle gradually adopted by the authorities and 
the co-operating organizations, including the labour unions and 
the organizations of the employers, had a double purpose : 


1) To maintain full employment. 


2) To maintain constant exchange rates vis-a-vis the most 
important countries such as U.S.A., Germany, Great Britain and 
others. 


Wage rates, therefore, must be so determined that this double 
goal can be realized. 

It should be emphasized that the aim of wage policy in Holland 
is not to prevent inflation, however that may be defined. Neither 
is it to prevent a rise wages. Rather it could be said that the aim 
is to adapt the level of Dutch monetary costs to that of the sur- 
rounding world, led by the big industrial countries, so as to make 
it possible for Holland to maintain full employment with stable 
exchange rates. It could also be said, perhaps, that the aim is to 
keep pace with the inflation going on in the leading countries, but 
not to exceed it. 

This may perhaps be considered an extremely modest goal, 
but I, for my part, should say that it is much better to adopt this 
modest goal and attain it than to adopt a more ambitious goal and 
not be able to realize it and perhaps get frustrated, so that every- 
thing is left to itself in the end. In fact, I think that the apparent 
success of the system is to a certain degree due to the fact that a 
realistic goal has been adopted. 


3.3. On What Facts Does the Dutch Government Base the Deter- 
mination of the Actual Wage Rates? 


Once the objectives of wage policy have been decided upon, 
it remains to determine by how much, if at all, wages can be 
raised in a given situation in view of those objectives. In Holland 
people speak of the ” margin” or ” space” available for wage 
increases. How do the authorities determine this margin? This 
question is not very easy to answer. One explanation may be 
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offered, however. There is in Holland apparently great confidence 
in scientific research. At the close of the war, when everybody 
agreed that government interference in economic affairs had to be 
considerably greater than before the war, an institution named 
Centraal Planbureau”, or in English ” The Central Planning 
Bureau ”, was established. The distinguished economist Professor 
Jan Tinbergen was appointed director of that institute and it was 
lavishly staffed with the best economists who could be found in 
or outside of the country. There can be no doubt that the analyses 
undertaken by this Institute and its conclusions regarding economic 
development in the near future, played a great role as a basis for 
government decisions with respect to the margin at the disposal 
for increased wages. The Bureau’s analysis has also greatly in- 
fluenced the outlook of the parties to the labour market, employers 
and employees. In this manner the work of the Bureau has 
influenced the claims for wage increases advanced by the labour 
organizations as well as the position taken by the employers towards 
those wage claims and the course of wage negotiations at every 
stage from bottom to top. 

The existing machinery for making decisions with regard to 
the control of wages and other social and economic problems must 
nevertheless have been considered insufficient; for in 1950 a new 
institution for economic and social analysis and consultation was 
established, viz. ” The Social-Economic Council” (4). The Council 
consists of 45 members; fifteen experts in various fields of social 
science are appointed by the Crown, fifteen members by the trade 
unions and fifteen by the employers’ organizations. The Council 
was to conduct independent analysis of all questions within the 
field and to give advice to the government on social and economic 
problems including wages policy. 

Thus we see that since the establishment of this Council all 
the parties concerned co-operate in the process of wage formation, 
from the individual organizations on the industry level upwards 
to the decision-making authorities. 


(4) It must be pointed out that this institution was a link in a rather comprehensive 
scheme for gradually organizing the economic life of The Netherlands on a corporative basis. 
I cannot go further into this complicated matter here. It has not so far been realized in full, 
but the Social-Economic Council which was to be the co-ordinating body of that whole scheme 
was put into operation immediately. 
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3.4. The Scope of Control 


In the preceding sections I have tried to describe the main 
features of the Dutch wage control scheme. I shall now make a 
few observations on the extent of official wage regulation in 
Holland. 

From the point of view of controlling monetary development 
in a full employment economy one would think that supervision 
and control of the general level of wages by the authorities should 
be sufficient and that the determination of relative wages, 1.e. dif- 
ferentials between the various qualities of labour, could be left to 
the labour market and its organizations. This however, does not 
seem to be the prevailing view in Holland, for right from its 
inauguration government interference has extended not only to 
the general level of wages, but also to the actual rates paid to 
various groups of workers. 

At the outset this was done rather summarily by merely divid- 
ing the workers into three groups — skilled, semi-skilled and un- 
skilled workers — and fixing a general rate for each. It seems 
obvious that in an economy of practically full employment such 
a system would cause great inconvenience. At an early date, there- 
fore, the system was made more flexible by allowing for personal 
supplements to the standard rate according to merit. This way of 
equalizing efficiency rates did, as far as I have understood, not 
prove very satisfactory. The main reason, | think, was that in a 
situation of an extremely tight labour market the permitted wage 
supplements were used by individual employers as a means to 
entice labour away from other employers, so that the whole system 
ol control was jeopardized. 

At a certain stage this system was, therefore, replaced by the 
introduction, on a wide scale, of the so-called ” job evaluation 
system”. The essence of the latter system is that each job is rated 
according to objective or technical criteria such as degree of skill, 
responsibility, initiative, unpleasantness, etc. Each of the features 
as expressed in figures or points which are added together and the 
rates are fixed in proportion to the number of points obtained by 
this summation. 

It is obvious, however, that if it is the intention to fix wage 
differentials according to the market conditions for the various 
kinds of labour, no objective criteria could be found. The proper 
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margin from this point of view must be based on economic and 
not on technical considerations. 

If the system nevertheless seems to have functioned in a fairly 
satisfactory manner, this may be because in fact such market con- 
siderations are — perhaps more or less unconsciously — smuggled 
into the evaluation of jobs, as it were. 

In answer to this criticism it is generally conceded that it may 
be true that the evaluation of jobs by technical experts is more or 
less illusory, because considerations of the relative value of the per- 
formance to the employer do enter into the picture. This, however, 
does not deprive the system of practical merits, because the seeming 
objectivity prevents jealousy and disputes in the workshop. 

The criticism that the system is more detailed than necessary 
for the main purpose is met by the answer that unless differentials 
are rigidly determined by the authorities, employers in a tight labour 
market will use an increase in the margins to raise the general level 
of wages regardless of differences in skill or performance. It is 
admitted, however, that even within the job evaluation system a 
general rise in wages takes place to some extent in the form of 


” upgrading ””. 


3. 5. Has the Control of Wages Been Effective? 


It is one thing to establish a complicated and subtle system of 
organs and procedures for the contro] of wages according to the 
general economic policy of the government, but a different thing 
to enforce such regulation. Would the wage level and economic 
development in general have been essentially different if the deter- 
mination of wages had been left to the labour market organizations? 
One of the officials in the Foundation of Labour told me that in 
his opinion the Board of Conciliators would be extremely reluctant 
to veto an agreement which had been endorsed by the Foundation. 
As the Foundation represents the labour market organizations on 
a parity basis, this suggests that in actual fact wages are determined 
by those organizations and not by the Board of Conciliators. 

Such a conclusion would, I think, nevertheless be wrong. In 
the first place the Board of Conciliators has, in fact, on a few 
occasions refused to accept a proposal endorsed by the Foundation 
of Labour. Secondly it must be kept in mind that ultimately the 
Board of Conciliators does have the power to decide. All parties 
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concerned, including the individual employer and employee and 
the industry and unions are aware of this fact. They also know 
the principles on which wage decisions are made. It must be 
assumed, therefore, that the very existence of the system of wage 
control influences the general atmosphere on the labour market, 
including the magnitude of the wage claims which are advanced. 

In considering the effectiveness of the system it must further 
be remembered that except for 1952 there has been practically full 
employment in Holland, and periodically even a clear excess demand 
for labour. Seeing that during this period Holland has accumulated 
large reserves of foreign exchange, there seems to be no doubt that 
the wage control system has been effective as a brake on the rise 
in wages. 

At this juncture the question may be asked: How is it possible, 
in an economy in which there is always extensive partial — and 
periodically even general — excess demand for labour, to enforce 
the system of wage rates decided upon ? If the official rates are 
to be respected, will it not be necessary always to maintain a margin 
of unemployment, which at times may be considerable? How is 
the emergence of so-called black market rates to be prevented? 
The answer is that black market rates are, in fact, being paid. 
Such overpay is illegal, it is true, and the employers paying it may 
be fined. Nevertheless it is generally admitted that black market 
rates are being paid, and sometimes on a considerable scale. 

Should we conclude that the control system is ineffective with 
regard to attaining its objectives? The answer which I have been 
given is that if the system had not existed, it would undoubtedly 
have been necessary to reduce the total demand for labour through 
restrictive measures and to keep a considerable margin of unem- 
ployment. For under full employment in the strict sense, such as 
has been prevailing in Holland, wages would certainly have in- 
creased at such a rate that balance-of-payments difficulties would 
have arisen. The other alternative would have been to adapt the 
exchange rates to the rise in wages, thereby removing all barriers 
to inflation. 

I was told further that although it is true that during periods 
of extensive excess demand for labour illegal rates are paid, the 
system does not lose its importance. In the first place, the fact 
that an increase in wages is illegal makes it easier for employers 
to resist wage claims; secondly — and for the same reason — the 
illegal supplement to official rates can be abolished when the demand 
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for labour slackens. Thus the system makes wages flexible in both 
directions. They rise when demand for labour increases and fall 
when the excess demand disappears. With fixed exchange rates 
this should serve to stabilize market conditions, because there will 
be a tendency for entrepreneurs to postpone expansion from a 
_ period of excess demand for labour and illegal rates to periods with 
lower demand, when the illegal addition to wages has vanished. 


4. 0. Will the Trade Unions Disintegrate Under a System of Government 
Wage Control ? 


Those who are familiar with the attitude of trade unions in 
other countries will automatically ask the question: How is it 
possible to maintain membership in the trade unions when, in the 
end, the government fixes wages according to such principles as 
the state of employment and the balance of payments? Will the 
unions not disintegrate if they are deprived of the power to strike 
in order to back up their wage claims? 

The answer is that so far there is no indication in Holland 
that the workers are deserting their unions. On the contrary, the 
number of union members has increased much more than the 
labour force during the period in which the wage control scheme 
has been in operation. 

In explaining this fact it should be kept in mind that govern- 
mental control of wages was not inaugurated by the arbitrary decree 
of an autocratic government, but was adopted by a Parliament in 
which the most powerful group was and is the socialist party. 

Secondly, as we have seen, the scheme is administered in close 
contact with the labour market organizations on both sides of the 
market, represented in the Foundation of Labour and later in the 
Social-Economic Council. This co-operation has not been forced 
upon the labour unions. On the contrary, they have supported the 
scheme, because they think it is necessary and to the advantage of 
their members. At least as far as the socialist or neutral federation 
of trade unions is concerned, its support is based on the following 
reasoning (5). 


(5) Vide Bert Zoetewey, *’ National Wage Policy: The Experience of The Nether- 
lands ’’, International Labour Review, 1955. 
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1) Unemployment can and should be avoided. 


2) Full employment is not brought about automatically, but 
must be secured by a suitable governmental policy. 


3) In carrying out such a policy the level of wages is a 
strategic factor. 


4) Therefore some form of governmental control of wages 
is necessary. 

It is difficult for a foreign visitor to ascertain whether this 
enlightened view has penetrated to the rank and file of the union 
membership. From conversations with various labour leaders in 
Holland I did get the impression that this has, in fact, largely 
happened. One of the means to attain this result has been the 
educational activity which the central organizations conduct with 
respect to the individual organizations and their members. This 
information service includes: 


1) Current analysis of the economic situation; 


2) Explanation of the principles according to which wages 
are determined; and 


3) Demonstration that the alternative to government super- 
vision of wages is the probable reappearance of depressions on the 
pattern of the ‘thirties. 


Of course, the question whether, in a given situation, there is 
"room ” for an increase in wages, could never be solved exactly. 
To a large extent this is a matter of judgement. The system implies 
that the labour market organizations are called upon to take part 
in the discussion of this problem. In addition, there are of course 
many problems of labour conditions to be settled other than wage 
rates, and the whole scheme of adjustment of labour conditions in 
Holland presumes vigorous participation by the organizations. 

It is, therefore, perhaps not so difficult to see why the workers 
of The Netherlands have stuck to their unions and joined them in 
increasing numbers. Being unable to resort to violent means such 
as strikes, boycott etc., the workers have no other way of asserting 
their influence on labour conditions than through the unions which 
represent them in the wage-making process. Nor can there be any 
doubt that, through their representation in the various organizations 
which take part in the determination of wages, the unions certainly 
do have a very great influence on the outcome. 


> 





| 
| 
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One of the trade union representatives with whom I spoke, even 
held the opinion that the influence of the rank and file on wage- 
formation today was greater than it was during the old system. 
This opinion he based on the following facts: The three federations 
of trade unions are represented on a parity basis with representatives 
of the employers and the government in the Social-Economic 
Council, which serves as an adviser to the government on all eco- 
nomic problems, including the problem of the extent to which the 
economic conditions of the country allow an increase in wages. In 
the same manner the trade unions are represented on a parity basis 
with the employers’ representatives in the Foundation of Labour, in 
which all controversies and proposals concerning labour relations are 
discussed. 

When I asked him what forces in actual fact did determine the 
level of wages in Holland, he answered that it could hardly be said 
with justice that wages were determined arbitrarily by the Board of 
Conciliators. There is intensive interaction between all the organs 
which take part in the wage-determining process. Owing to the 
large number of members they represent and to their political 
influence, the trade unions weigh heavily in this parallelogram of 
forces. He did admit, however, that the solution of the problem 
was facilitated by several circumstances: 1) all parties concerned 
agree on the principles according to which wages should be deter- 
mined, 2) everybody is aware of the fact that in the end the decision 
rests with the Board of Conciliators, and 3) the aim of the trade 
unions must therefore be to obtain results favourable to the workers 
by well-founded proposals and skilful negotiations. 


5. 0. The Effect of the System on Employment and Production 


There can hardly be any doubt that government control of 
wages in The Netherlands has made it possible to maintain a con- 
siderably higher level of employment, together with a stable foreign 
exchange rate, than would otherwise have been the case. War 
damage in The Netherlands was extremely heavy. In the years 
immediately following the war, the standard of living of the people, 
therefore, had to be very low in comparison with pre-war years, 
and as speedy reconstruction of the economy made it imperative 
to mobilize the human and material resources of the country to 
the utmost, full employment was of vital importance. 
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There is no doubt that in the absence of governmental wage 
control the extensive emergence of bottlenecks in the labour market, 
which is a necessary concomitant of the full utilization of the labour 
force, would have induced an uncontrolled rise in nominal wages. 
The alternatives would have been credit and fiscal restrictions in 
order to lessen the pressure on the labour market or a rise in the 
exchange rate with the risk of uncontrolled inflation. 

The great test of the efficiency of the wage control scheme 
came in 1950 after the outbreak of the Korean war. Owing to the 
rise in raw material prices a large deficit in the balance of payments 
developed. Simultaneously there was a considerable increase in the 
cost of living. This situation was common to almost all Western 
countries. But apart from Holland, the rise in the cost of living 
was accompanied by a corresponding rise in wages which further 
impaired the external payments situation. In most countries this 
situation was countered by restrictive credit policy and contract- 
ionary fiscal policy with damaging effects on investment and 
ensuing unemployment. 

In Holland, on the other hand, where a highly developed 
machinery for wage-control was available, it was agreed to meet 
the situation by wage restraint. In spite of a ten per cent rise in 
the cost of living, wages were allowed to increase by only five per 
. cent, thus deliberately reducing real wages by about five per cent. 
Because of the wage restraint the balance of payments was cor- 
rected without a deliberate curtailment of economic activity. 

A general depression, no doubt to some extent caused by the 
restrictive measures, developed in almost all countries except the 
U.S.A. In these circumstances employment in Holland could not 
be fully maintained, but the fall in activity was much smaller than 
in most other countries, and measures could be taken to stimulate 
total demand because the pressure on the balance of payments had 
been relieved by the reduction in wages relative to wages in other 
countries. In fact, the international competitive position was greatly 
improved. The balance-of-payments deficit disappeared and was 
replaced by a very considerable surplus. 

During the subsequent two years wages were in fact kept fairly 
stable and as wages rose considerably in the rest of the world the 
competitive position of The Netherlands improved steadily and a 
large surplus in the balance of payments developed. It is rather 
remarkable proof of the efficiency of the wage control scheme that 
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it was possible to avoid an increase in wages in spite of a very high 
level of employment and a mounting surplus in the balance of 
payments. 

At the close of 1953 the foreign assets of The Netherlands 
Bank had risen to nearly five billion * guilders or more than half 
the value of exports. From this date onwards, large increases in 
official wage rates have been granted and in addition increasing 
contributions to unemployment and social insurance funds have 
been imposed upon the employers, so that labour costs have risen 
more than official wage rates. As the cost of living has risen only 
moderately, there was a considerable rise in real wages during this 
period. 

The economy seems to have been able to absorb this large rise 
in wages or labour costs, of perhaps up to 25 or 30 per cent. Foreign 
exchange reserves have been maintained at a high level. During 
the entire period there has been an extremely tight labour market 
and industrial production has increased by some 30 per cent. 

It has sometimes been said that the high level of production 
in The Netherlands has been achieved at the cost of the working 
man’s standard of living. This seems not to be the case. Real 
wages seem to have risen fully as much as in other Western coun- 
tries with which comparison is possible. During the last three 
years real wages have in fact risen considerably more than in a 
number of other countries, in spite of the fact that Holland, together 
with Denmark and Great Britain, suffered from a rather unfavour- 
able development of the terms of trade with other countries. 

Nor does there seem to have been any shift in favour of entre- 
preneurial income as a consequence of wage control. According 
to calculation made by the Planning Bureau, wage income per 
worker as a percentage of gross national income per gainfully 
employed person is about the same as it was in 1938. 

Paradoxically, the development in Holland may be character- 
ized as follows. 

Government control of wages has made it possible to achieve 
a larger increase in real wages and a larger income for all groups 
of society than would have been the case if the formation of wages 
had been left to bargaining between the labour market organiza- 
tions. This seeming paradox is explained by the following facts: 


* 1 billion=1,000 million. 
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1) Government control of wages made it possible to avoid 
balance-of-payments difficulties and even allowed a very consider- 
able accumulation of foreign exchange, without resorting to credit 
restrictions and with the maintenance of permanent full employ- 
ment. 


2) Because of the favourable competitve position in interna- 
tional trade due to the control over wages, it has been possible to 
maintain easy credit conditions. This in turn has served as a basis 
for modernization and expansion of industry and trade, with a 
resulting high rate of increase in productivity. 


3) The existence of ample foreign exchange reserves has 
permitted freedom of action in foreign trade, which has not only 
facilitated an expansion of international trade to its optimum, but 
which in addition has created more favourable terms of trade, 
again with rising productivity as a consequence. 


4) The removal of wage conflicts from the labour market 
has replaced grumbling and animosity by co-operation between the 
parties for the purpose of efficient production. 


5) The high level of employment has created a feeling of 
security amongst the workers and removed their suspicion with 
respect to labour-saving measures. In the same manner the per- 
manent high level of employment has allowed a higher degree of 
utilization of the fixed capital of firms, which has made it possible 
to lower prices. . 





6) Finally the high level of employment in itself means 
higher production per head of population. 


As far as I can see, the Dutch wage control scheme as carried 
out so far, serves as an illustration how, by firm interference at a 
strategically important point, the spontaneous forces inherent in 
the economy were set free on a far more extensive scale than would 
have been possible by dogmatically maintaining the right of the 
organizations to determine wages without interference by the 
government. 


6. 0. Can the System be Maintained ? 


As I have tried to show, the wage control scheme in The 
Netherlands has played a great part in the favourable economic 
development of that country. If that is the case it seems strange 
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to pose the question whether or not the system will be maintained. 
Should it not be a matter of course that everybody would be 
interested in preserving such a system or perhaps improving 
upon it? 

Nevertheless it is justified to raise this question. The reason 
is not so much that during the whole period of the operation of 
the scheme there has been complaint and criticism. This is only 
natural in a democratic country. Nothing is perfect; neither this 
wage control scheme nor the wisdom of the people whom it is 
supposed to serve. But those complaints and criticism have increased 
in intensity and severity. It has constantly been maintained by 
labour as well as management that the system was too rigid, that 
it did not reward skill and performance sufficiently, that the workers 
were prevented from taking advantage of the firms’ ability to pay, 
and that the firms, because of the rigid rates, were unable to expand 
by attracting a sufficient number of workers. 

As I understand it, these criticisms orginate mainly in the 
Catholic or the Christian (Protestant) trade unions and the corres- 
ponding employers’ unions. In those circles it is felt that questions 
of wages and other working conditions should be settled to a larger 
extent at industry level, or perhaps at the level of the firm, thus 
leaving it more to the workers and employers themselves to manage 
their own affairs. 

The non-confessional or socialist federation of unions opposes 
these views and on the whole supports the system as it is. That 
federation upholds the principle of equal pay for equal work regard- 
less of the employer’s ability to pay. If employers make high profits, 
the firm or industry should expand or prices should be reduced 
until profits are normal. Excessive profits are just as immoral, it 
is maintained, when they are shared with the particular workers 
attached to the firm making the profits, as when they go solely to 
the employer. Nor should firms or industries which are in a 
favourable market position be allowed to entice labour away from 
other firms by paying higher wages for the same kind of work. 
Expansion should take place by absorbing labour from unemploy- 
ment or from unremunerative firms which are unable to pay the 
normal rate of wages. 

In addition to the above-mentioned source of dissatisfaction, 
there is of course the recurring question as to the general increase 
in wages which can be allowed under the system. Naturally, in 
this respect, the workers all agree. Regardless of the above- 
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mentioned differences, they are inclined to think that there is room 
for a larger increase than the government and the employers find 
suitable. 

As I have already said, very large wage concessions were made 
in 1954 and 1955. At the beginning of 1956 the question of another 
round of increases was again raised. The workers asked for a large 
general increase, pointing to the high level of profits and to the 
favourable balance of payments. They maintained that a rather 
high rise could be absorbed into profits. On the other hand the 
government, in consultation with the Social-Economic Council, 
was of the opinion that the outlook for the coming year was not 
so favourable, and that the large increases of the two preceding 
years had hardly been digested. 

The great vulnerability of an economy like that of the Nether- 
lands was pointed out, where international trade accounts for about 
half the national product. Even if at the moment conditions were 
generally favourable, a slight decline might upset the whole struc- 
ture. The authorities, therefore, thought that only a very small 
increase, say three per cent, was justified. 

The gap between the claims of the workers and the conces- 
sions which the government was willing to make, therefore, was 
greater than at any time before. In addition, there was the above- 
mentioned controversy regarding the principles of the system. 

Early in the spring of 1956 when negotiations were going on 
in the Foundation of Labour, the differences were so great that the 
Foundation declared that it was hopeless to continue negotiations 
as the parties were so far apart that agreement could not be reached. 

Now it should be remembered that the Foundation of Labour 
is a private organization and that no authority can force it to take 
part in negotiations. On the other hand it will easily be under- 
stood that the smooth functioning of the scheme is contingent upon 
the willing co-operation between the wage-fixing authorities and 
the representatives of the labour market organizations. In the 
absence of such cooperation the fixing of wages by the authorities 
would be considered as arbitrary and serious industrial disturbances 
might ensue. 

The controversy ended in a compromise. A sort of bonus, 
amounting to three per cent of the wages paid out in 1955, was 
to be given to the workers in addition to a general increase in wages 
of three per cent and permission for a further rise of up to six per 
cent in individual industries where it could be absorbed without 
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raising prices. Everybody seemed to think that this would result 
in a general rise of six per cent, because in a fully employed economy 
it would be impossible to discriminate. 

Thus once more the system was saved from collapse, but it 
must be admitted that there is good reason to doubt whether it 
can be maintained in the future. The very fact that the govern- 
ment had to concede something that it considered unsafe, justifies 
doubt as to the efficient functioning of the system in the future. 

The claim for greater freedom within the scheme, if not its 
total abolishment, has been raised in Parliament, which will have 
to decide on the question in the near future. Whatever the result 
of the political revision of the system, there can be no doubt that 
its operation so far has had very beneficial effects on the economic 
development of Holland. The system could undoubtedly be im- 
proved, but it should not be abandoned and I do not think it will 
be abolished. 

So far the Dutch scheme offers the only example of a solution 
of the problem of wage control in a permanently fully employed 
economy. Much could be learned from studying the operation 
and consequences of that system and if it is successfully maintained 
in the future it will no doubt have a great influence on the solution 
of the problem in other countries. 


JoRGEN PEDERSEN 



































The Hire Purchase Problem in Australia 


1. Introduction 


This paper falls into three parts the first of which is concerned 
with description, the second (though only rather briefly) with 
analysis, and the third with prescription. 

In the first (descriptive) part of this article we survey the 
structure of the Australian hire purchase industry, its record of 
development in recent years, its sources of finance, and the main 
classes of transaction which it undertakes (1). 

In the second part of the paper we make use of our descriptive 
material to analyse the impact of the growth of hire purchase upon 
the Australian economy. The discussion in this section is, as we 
have already mentioned, brief. Moreover, it is confined to the 
field of macro-economics and concerned primarily with the short 
run. This does not mean that there are not important micro- 
economic problems connected with the development of hire 
purchase (2). Nor does it mean that the emergence of « consumer » 
finance does not bring long run changes in its train. What it does 
mean is that in the allocation of scarce space we have chosen to 
consider the questions which appear, at the moment, to be of 
greater urgency in Australia and greater interest to readers outside 
the Commonwealth. 

Finally we turn to policy. Here the discussion is unavoidably 
rather technical since the question of the «control» of hire 
purchase, using the term « control » in its widest sense, necessarily 
involves the political, constitutional, and technical framework 





(1) The reader who wishes to study the subject further is directed to: 
H. W. Arnot and P.S. Surapnet, ’’ Consumer Credit in Australia, 1945-51’, 
Economic Record, May, 1953- 
P. S. Surapnet and N. Runcie, *’ Hire Purchase in Australia '’, Monograph No. 180 
Economics Society of Australia and New Zealand (N.S.W. Branch), July, 1955. 
(2) Thus, for example, we do not consider the impact of hire purchase finance on the 
industries manufacturing durable consumer goods. 
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within which monetary policy in Australia is perforce conducted (3). 
Again, policy questions are examined only in relation to the short- 
run macro-economic objectives of the authorities, a restriction 
which follows logically upon the narrow scope of our earlier 
analysis but which, nevertheless, compels us to ignore a number 
of problems of varying importance. 


2. The Development of Hire Purchase 


Since the term « hire purchase » is not unambiguous we shall 
begin by defining a hire purchase transaction as one in which the 
ultimate purchaser, on undertaking the contract, obtains immediate 
delivery and use of the goods but does not become the owner of 
the goods until the final payment is made to the lender (4). In 
the intervening period the purchaser is the hirer of the goods: the 
lender is the owner. On this definition, hire purchase advances 
made for the acquisition of consumer goods are a part of what is 
usually termed « consumer credit ». The two terms, however, are 
not synonymous. Moreover, it is important to recall that hire 
purchase transactions may be and frequently are entered into to 
finance the purchase of « investment » goods (5). 

Australia is a country with a relatively high real income per 
capita, which has, since the war, enjoyed a high rate of immigration. 
Again, in common with the greater part of the western world, 
Australia, since 1946, has experienced high levels of employment 
and more or less continuous increases in prices and money incomes. 
To speak in very general terms, during recent years Australian 
expectations have been almost uniformly optimistic while uncerta- 
inty has been small. Few persons either have expected or now 
expect the recent rate of development to undergo any substantial 


fall. Equally, few persons (6) have during this period expected 


(3) For a review of some of these problems consult: 
J. S.G. Wiuson, *’ Banking in the British Commonwealth ’’ (O.U.P., 1952). 
D. C. Rowan, *’ The Monetary Problems of a Dependent Economy *’, Banca Nazio- 
nale del Lavoro, Quarterly Review, December, 1954. . 
Dr. H.C. Coomps, '’ The Development of Monetary Policy in Australia, E. S., 
& A. Bank Research Lecture, delivered at the University of Queensland, September, 1954. 
(4) Usually a finance company but sometimes a retailer. 
(5) This is partly a matter of definition. In the Australian National Income Estimates 
expenditure on motor-cars and cycles is included in gross private investment. 
(6) Farmers and wool growers have, in some years, been exceptions to this general- 
isation. 
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their money incomes to decline other than marginally and 
temporarily. In consequence, Australia has provided a fertile 
field for the development of hire purchase finance. The favourable 
nature of the general economic background can be inferred from 
the series presented in Table I, which requires no comment. 








Taste I 
SELECTED INDEXES 

Natio- Pereo- Bett | Se Gun Wage | Avera- eed Pope- iat 

nal Dis-| Private Immi- | lation | 
nal ble Sales | ports Rates | Earn- ‘ Bad | ploy 
Year | Income] P°S*"*| (7) | (£.0.b.) Save (2) ings | Station | ment 
Income ment (3) (4) | Year) (5) 
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LA m.| £A m.| £A m.| £A m.| £A m.| (Index) (Index)) 000's 000’s 








] 
| | | 


1946-47 | 1384 | 1178 | na 208 | 279 | 1423 | 1035 |-— 1.6 | 7579 | 9438 
1947-48 | 1752 | 1446 | n. a | 338 | 423 | 1565 | 1159! 7.3 | 7709 | 3888 
1948-49 | 1945 | 1687 | 240.6) 415 | 399 | 1757 | 1321 | 25-3 | 7908 | 1575 
1949-50 | 2285 | 1992 | 276.4) 538 | 544 | 1913 | 1451 | 40.4 | 8179 |10247 
| 1950-51) 3101 | 2526 342-7 | 742 812 | 2298 1742 | 33-2 | 8422 763 
1951-52 | 3255 | 2790 | 404.0 | 1051 | 1107 | 2806 | 2145 | 25.7 | 8636 | 2647 
1952-53 | 3588 | 3086 | 425.8 510 | 477 | 3104 | 2350| 14.5 | 8815 |29984 
1953-54 3836 | 3219 460.2| 682 787 | 3207 | 2462 | 13.3 | 8986 |13232 
1954-55 | 4947 | 3433 | 505-1) 847 | rorr | 3249 | 2572 | 22.9 | g20r | 3690 
1955-56 | 4312 | 3657 | 540.4) 819 | 987 | 3364 | 2743 | 24-7 | 9428 | 4013 
\ 
































(1) Quarterly average sales. 

(2) Nominal weekly rates adult males: Average of 1937-39= 1,000. 
(3) Base: 1945-46=1,000. 

(4) Quarterly Average. 

(5) Average of monthly figures of persons on benefit. 


Sources: Commonwealth Statistician. 
National Income and Expenditure. 


In view of this favourable opportunity, the development of hire 
purchase in recent years has not been altogether surprising. The 
rate of expansion has, however, been rapid. This is shown by 
Table II. 

The figures in this Table, though they make the broad pattern 
‘of development abundantly plain, demand a measure of comment. 

In the first place, official estimates of total hire purchase debt 
held by finance companies do not begin until March, 1953 (7). 


(7) Bot our own and the official estimates of total outstandings include hiring and 
insurance charges. 
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In consequence, we cannot claim precision for the figures in Col. (1) 
prior to this date. The estimates for the earlier period (8), however, 
certainly suggest realistic orders of magnitude. 




















Taste II 
THE GROWTH OF HIRE PURCHASE DEBT (1) 
| Total Debt Outstanding Annual Increase | 
row 7 (Pom | | 
| Finance | | | Sh f 
As ot goth Jone | ‘Gon | Rents | Te | Oe | | | 
- | Retailers | {Am. | 4 
| panies fAm. | fAm. 
| {A m. 7o 
niente — — = — 
(1) (2) (3) (4) (5) (6) 
1947 13-1 6.0 19.1 31.4 — — 
1948 21.8 10.3 32.1 32.1 13.0 68.1 
1949 33-7 14-4 48.1 29.9 16.0 | 498 | 
1950 52.1 18.2 70.3 25-9 22.2 | 46.2 | 
1951 69.7 22.9 92.6 24.7 22.3 | 31.7 | 
1952 78.3 23.8 | 102.1 23-3 95 | 10.3 | 
1953 88.5 24.2 112.7 21.5 10.6 | 10.4 
1954 132.0 33-0 (2) | 165.0 20.0 | 52.3 47.0 | 
1955 181.3 42.5 223.8 19.0 58.8 | 35.6 
1956 209.3 45-9 255.2 18.0 | 31-4 | 14.0 | 


(1) In respect of goods sold by retail. Excludes wholesale credit. 
(2) For March 31, 1954 the Commonwealth Statistician gave a figure of {A 30.7 m. 


Sources: Col. (1) 1946-52: estimated. June 1953 onwards Commonwealth Statistician. 
Col. (2) Estimated. 


In the second place, no official estimates of debt held by 
retailers are available other than the single observation for March 
1954. The figures in Col. (2) are thus our estimates. These were 
derived upon the hypothesis that the share of retailers in total 
outstandings has been continuously declining. The reader is warned, 
therefore, that the Table provides no confirmation of the view that 
the share of retailers is declining. There is, however, little doubt 
that this is the case, though it would be tedious to recapitulate the 
evidence which has led us to adopt it as a basis for our statistical 
calculations. 


(8) These are taken from Surapnex and RuncIE, op. cit. 
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Beyond these qualifications, the Table requires little comment. 
Hire purchase debt has grown extremely rapidly since the end of 
the second world war. Moreover, as the use of hire purchase has 
developed, the share of retailers has declined and that of finance 
companies grown; an instance of the familiar phenomenon of 
increasing specialisation accompanying the growth of the market. 

It is interesting, and from the point of view of monetary policy 
important, to enquire whether the growth of the hire purchase 
industry has been accompanied by a growth (or decline) in the 
degree of concentration among the finance houses themselves. 
Since 1950 the share of what are now the three largest finance 
companies (excluding the Commonwealth Bank) (9), has risen 
slightly to about 37%, ({A. 94.5 m.) of total debt or about 45° 
of all debt held by finance companies. On the other hand the 
share ({A. 15.7 m.) of the Commonwealth Bank’s Industrial 
Finance Department has declined from 20°, in 1950 to some 
6% (10). «Concentration» has therefore declined or increased 
accordingly as one includes or excludes the Commonwealth Bank 
from the measure. From the point of view of monetary control, 
however, the more meaningful procedure is certainly to include it. 
Hence, if, as seems likely, concentration facilitates control, there 
has been some worsening of the position in recent years. 

This view regarding the degree of concentration is, however, 
subject to an important qualification. This arises because one of 
the largest finance companies operating in Australia publishes no 
accounts (11). Its share of the market can thus only be guessed 
and the limits which can be imposed on the guess are not narrow. 
It is therefore unsafe to give any figure for its share of hire 
purchase business. It needs to be remembered, however, that jf 
our measure of concentration was the share of the five largest 
lenders, inclusion of this company might, if the facts were known, 


(9) The three principal holders of hire purchase debt were at 30th June, 1956: the 
Industrial Acceptance Corp., £A. 40.0 m.; the Australian Guarantee Corp., £A. 32.9 m.; 
the Custom Credit Corp., £A. 21.6 m. The Commonwealth Bank’s Industrial Finance 
Department — the principal holder of hire purchase debt in 1950 ({A. 14.2 m.) — did not 
participate in the expansionary movement of the following period (£A. 15.7 m. in 1956). 

(10) A change which reflects central banking policy not the competitive ability of the 
Department. 

(11) The General Motors Acceptance Corporation which is a wholly owned subsidiary 
of General Motors. 
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modify the estimates of the degree of concentration and its direction 
of change given in the preceding paragraph. 

None of the remaining finance companies is thought to hold 
total debt in excess of £A. 6 m. (some 2°, of total debt outstanding). 
Moreover, apart from three companies which are closely linked with 
trading banks (12), none of them conduct business on a national 
(as opposed to regional) basis. The broad picture is therefore of a 
small number of relatively large lenders and a large number of 
relatively small lenders. 

We emerge, therefore, from this brief general review with 
the following conclusions: 


(a) the hire purchase industry (as defined) has expanded at 
a very rapid rate since 1945-6; 


(b) during the expansion there has been a shift of business 
from retailers to finance houses, the latter now doing some 80° 
of the business; 


(c) within the « finance house » group itself, the degree of 
concentration is high though there is no clear evidence of any 
tendency for concentration to increase. 


In later sections of this article we shall consider the impact of 
these developments on the economy and their implications for 
(macro-economic) policy. Before doing so, however, it is necessary 
to complete our sketch of the present position by giving an outline 
of the types of business undertaken by the finance companies, 
their terms, their sources of finance, and the legal framework 
within which they conduct operations. 


3. Types of Commodities Sold Under Hire Purchase 


The commodities sold under hire purchase fall into two groups: 
producers’ goods and consumers’ goods. In the producer field 
typical purchases on hire purchase terms include tractors and 
trucks by farmers, semi-trailers by road transport operators, and 
machinery by jobbing engineers and by printers. In the consumer 
field motor cars, refrigerators, washing machines, radios and 
furniture, and more recently television sets, are the items frequently 


(12) Four trading banks have interests in finance companies. This matter is discussed 
more fully below in Section 5. 
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purchased under hire purchase contract. However, the official 
figures analysing the direction of hire purchase lending distinguish 
only three broad commodity groups: motor vehicles, plant and 
machinery, and household goods. Based on this classification the 
direction of finance company lending in 1955-56 is shown in 
Table III. 


Taste III 


DIRECTION OF LENDING: FINANCE COMPANIES, 1955-56 








] . = == — —— 
Average 

No. of pr | Amounts | Average | ‘ammount | 

ments Financed @| of Sale | per 

Commodity Classification |\— | aon 

| | 

| 

| 





ost %, ua m.| % | 9 | = | 
| } 
| 





Motor Vehicles a 
Plant and Machinery . . . | 19 | 
Household Goods . . . . | 665 


30.5 | 123.7| 71.7 | 
1.9 7-7) 45 
67.6| 41.1 | 23.8 








POM «ns ss 984 100.0 ‘as 100.0 
(a) Excluding hiring charges and insurance. 


Source: Commonwealth Statistician. 


This pattern of lending has been fairly constant for the three 
years for which official figures are available. Of the 984,000 new 
agreements entered into by finance companies in 1955-56, 300,000 
or 30°%% were for motor vehicles of all kinds. The 19,000 contracts 
for plant and machinery account for only 2% of the number of 
contracts while, by far the greatest number of contracts, 665,000 
or 68°/, were written for household goods. However, this percent- 
age composition completely changes when we examine the money 
advanced. Motor vehicles jump from 30% of the number of 
contracts to 72°/, of the amount financed, excluding hiring charges 
and insurance. The latter charges are much heavier for motor 
vehicles than for plant and machinery or household appliances. 
Hence the percentage of motor vehicles in the total amounts 
advanced (including charges) would be higher than the 72% 
shown. The average amount advanced per agreement (excluding 
charges) is nearly seven times greater for motor vehicles than for 
household goods which fall to 24°/ of the amounts financed. 
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An approximate indication of the (weighted) average terms of 
completed hire purchase contracts of the finance companies can be 
given. As the amounts financed (including charges) in a given 
period are provided by repayments from earlier contracts plus the 
increment in total outstandings, the first figure less the last, divided 
by the outstanding debt at the end of the previous period gives a 
crude estimate of the average life of a contract. On the assumptions 
made this is approximately 13-14 months for 1955-56. 

Official figures for the average percentage of each sale financed 
are available. In 1955-56 this percentage averaged 59°, for motor 
vehicles, 62°/, for plant and machinery and 81° for household 
goods; this suggests deposits as a percentage of the cash price of 
41%, 38°% and 19% respectively. These terms may be compared 
with the minimum deposits and maximum hiring periods shown 
in Table IV (13). 

The only comparable figures for retailers (14) are for the 
March quarter of 1954 (15). These figures suggest that retailers are 
writing an additional 650,000 contracts per annum. The direction 
of retailers lending was revealed as 76.8°/, for household goods, 
14.1°%/ for motor vehicles and 9.1°/, plant and machinery. Machi- 
nery manufacturers and merchants who provide hire purchase 
terms for their customers are responsible for the latter figure. 

No further dissection by commodity types is available from the 
official statistics; and no attempt has been made in the official 
figures to distinguish between producer and consumer elements. 
A better picture of the impact of this finance would be given if 
these distinctions could be drawn and a more detailed dissection, for 
example distinguishing between new and used vehicles (16), was 
sought on the questionnaires (17). 


(13) The turnover period is considerably less. There are two explanations of this: (a) the 
companies customarily write contracts for less than the maximum period and (b) contracts 
are completed before the due date. This is particularly true of the motor vehicle trade. 

(14) Including motor dealers and public utilities who carry their own paper. 

(15) A sample survey has been conducted by the Commonwealth Statistician since this 
date but, as yet, no figures have been published. 

(16) One trade authority suggests that 60-70% of used car sales and 20-30% of new 
car sales are sold under hire purchase contract. 

(17) However see, Surapnet and Runcig, op. cit., pp. 2-3 and the statistical appendix. 
Moreover, in the absence of these details it is difficult to make effective international com- 
parisons. 
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It is common experience in western countries that as incomes 
rise an increasing proportion is spent on consumer durables (18). 
Moreover the trends of industrialization, especially when stimulated 
by the incentives of a full employment economy, usually increase 
the capital equipment per worker; in Australia the farm labour 
shortage, as well as the extensive methods of agriculture and graz- 
ing, has encouraged mechanisation (19). 

What factors have motivated people to buy these commodities 
on hire purchase terms? Firstly, from the consumer’s viewpoint 
the main advantage is that he is able to obtain goods immediately 
and pay for them out of income. Hire purchase is regarded as a 
means of raising living standards immediately. The question usually 
asked is « Can I comfortably meet the payments from my income? », 
and not « Is it worthwhile incurring the cost of this credit? ». It 
therefore appeals to the less wealthy groups in the community and, 
in particular, to recently married couples who wish to acquire 
expensive household and personal goods. 

Secondly, the producer might use hire purchase to acquire 
equipment because of the impact of credit restrictions. It is fairly 
clear that some of the hire purchase expansion of the post-war 
years would not have occurred under easier credit conditions 
because of the availability of bank finance. Despite the high cost 
of hire purchase finance some producers may have more profitable 
uses of their available funds than the 20% or more involved in 
using hire purchase accommodation. Again, from the point of 
view of the banking system, some small producers may have 
inadequate credit standing or collateral to obtain sufficient bank 
finance for their requirements; in effect, under hire purchase, the 
goods bought serve as collateral. Thus, hire purchase for producers 
supplements, as well as being an alternative to, bank finance; and 
it may serve from this point of view both as a safety valve and 
an impediment to the effective working of the Special Account 
machinery. 

In summary, it is clear chat the demand for hire purchase 
credit is intimately connected with the demand for a number of 
durable goods. Firstly, in the consumer goods fields the potential 


(18) Cf. National Income Supplements to Current Survey of Business Statistics for U.S. 
figures. 

(19) The essential feature of durable goods for sale under hire purchase terms is a 
working life and a resale value extending beyond the duration of the contract. 
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demand for hire purchase credit depends, ceteris paribus, on the 
expansion of the market for consumer durables. Secondly, for 
producers the aggregate demand for hire purchase credit and the 
varieties of commodities purchased will be considerably influenced 
by the availability of other forms of finance. However for some 


small producers (20) it is probably the only institutional source of 
finance available. 


4. Hire Purchase Terms 


The demand for hire purchase finance will also depend on 
the terms on which it is made available. From this point of view 
there are five main variables in a hire purchase contract: the size 
of the deposit, the number of instalments and the maximum period 
of repayment or hire, the financier’s charge, insurance, and stamp 
duty and other charges if any. The terms being allowed or charged 
by the major finance companies in September, 1956 on a selected 
range of goods are shown in Table IV. 

The size of the deposit and the repayment terms (number of 
instalments and period of repayment) vary according to the type 
of goods. The actual terms depend on the financier’s appraisal of 
the rate of depreciation, whether the borrower is a good credit 
risk, and the guarantee given to the finance company by the retailer 
or dealer against bad debts. In general, the terms are fixed to 
preserve the financier’s equity if a repossession sale is necessary 
(especially with motor vehicles). 

The deposit and repayment terms are subject to some legislative 
provisions (21) and in the period from September, 1955 to July, 
1956, were subject to a voluntary agreement for restraint between 
the finance companies and the Prime Minister (22). However, in 
general, these are the terms which have been current throughout 
most of the post-war years. 


(20) Typically in working proprietor industries. 

(21) Minimum deposits are prescribed in Tasmania (10°/,-20%), N.S.W. (10%), Queen- 
sland (10%-25°%%) and A.C.T. (10%). Maximum hiring periods are prescribed only in 
Tasmania and Queensland. 

(22) The voluntary agreement with the Prime Minister provided, inter alia, for 33.1/3°% 
deposit and 30 months to pay for motor vehicles ad 159, deposit for household goods. The 
finance companies did not regard the latter condition as binding as a similar agreement from 
retailers was not obtained. 
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The financier’s charge for making the loan is customarily 
quoted, except for agricultural machinery, as a flat rate per cent 
per annum on the total debt for the whole period. Hence the 
effective rates of interest, as shown in Table IV, are nearly double 
the quoted « flat rate ». 


Taste IV 
TYPICAL HIRE PURCHASE TERMS 
(Major Finance Companies (a) - September, 1956) 











_ ot opangues 
Minimum Maximum Hiring Charge 











Item | Deposit Length of Quoted Effective 
is | Contract Rates Rates (b) 
%o | Months ¥, p.a. °, p.a. 
Motor Vehicles | 
ee ee ee 25.0 36 6.0 - 6.5 | 11.5 — 12.5 | 
Used (d). . . . . . « | 33-37-50 | 18-36 8.0 8 | 5.5 | 
Truck - New .. . . . . . | 33-3740 | 30-36 | 6.5 - 7.0 | 12.5 - 13.5 
es 6 ea ¥ 33-3-50 18-24 8.0 - 9.0 | 15.5 — 17.5 
Tractor - New . § 33-3 36 6.0 — 7.0 | IES — 13.5 
t 40.0 (c) 24 12 % simple 12.0 
Plant & Machinery 
Rete «Mew... ss ss | 36 7.0 13.5 
Agricultural Equipment - New . t 33-3 36 ' 12 % simple 12.0 
40 (c) 24 
- Used (d) 33-3-50 18-24 15 % simple | 15.0 


| Household Goods 

| Refrigerator (e) . — 

| Washing Machine (ec) . .. . ) 10.0-15.0 24-36 8.0 = 10.0 | 15.5 — 19.5 
Furniture (e) 


(a) Excluding the Commonwealth Bank. 


(b) To nearest %4 per cent. Maximum range for terms quoted assuming monthly 
instalments. 


(c) Quoted terms for other than monthly instalments (e.g. to coincide with crop 


payments). 
(d) Terms quoted depend on age of equipment. 


(e) Terms quoted vary with amount financed. 


The Commonwealth Bank conducts hire purchase business 
through its Industrial Finance Department, and charges the lowest 
rate of 434°% flat (23). This credit is now restricted to producer 


(23) For used motor vehicles the rate is 6% flat: for new equipment for farming 
purposes 414%, flat. 


| 
| 


pan eerste ee ecient 
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equipment and since February 1956 this no longer includes business 
cars. The medium sized finance companies offer rates one or two 
per cent higher than those shown in the table. Small financiers 
tend to charge what the market will bear and undertake the more 
risky contracts at flat rates of 10 to 15 per cent i.¢. effective rates 
of 19.5% to 29.5%). The highest charges are for used motor 
vehicles. 

Retailers’ terms vary considerably and in many cases are highly 
competitive at flat rates of 5-69. Most gas and electricity under- 
takings finance hire purchase sales of appliances as a means of 
promoting the use of their products and this finance is frequently 
carried at cost (a typical rate being 5°/, flat). 

The insurance charge is a substantial outlay for a person buying 
a motor vehicle on terms and is an additional item included in 
the amount financed. In the case of household goods the hiring 
charge usually includes an insurance cover (for fire etc.) to the 
extent of the owner’s equity (costing 0.25°/,-0.50%). This cost, 
included in the hiring charge, may be carried at the financier’s 
own risk or under a group contract written with an insurance 
company. 

Motor vehicle insurance is always written with a separate 
company although in the case of the major finance companies and 
many smaller ones, this is a wholly owned subsidiary conducting 
all classes of insurance business. The rates depend on whether 
the vehicle is used for private passenger purposes, for business 
purposes, for the use of commercial travellers or for goods carriage. 
Moreover, the rates vary between States and between metropolitan 
and country areas. However, for all these categories, insurance 
premiums for motor vehicles under a hire purchase contract are 
substantially higher than for owners. The premiums in one 
metropolitan area (Sydney) vary from 65°/ higher for private cars 
to 37°% higher for goods-carrying vehicles (24). 

The other charges are usually quite small when compared 
with the hiring charge, and in the case of motor vehicles when 
compared with either the hiring charge or the insurance premium. 
However, three State governments have decided to increase sub- 
stantially stamp duty from a nominal amount to slightly in excess 


(24) For a fuller discussion of hire purchase charges see N. Runciz, ” Hire Purchase 
Charges "’, Voice, May, 1956. 
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of 1°%{-of the amount financed (25). It is further provided that 
this stamp duty must not be collected from the customer; it is 
doubtful, however, whether this can be enforced. To meet cost 
rises (26) the major finance companies contemplate an increase of 
%4° to 1% in hiring charges early in 1957. 

Irregular practices involving additional payments by hire pur- 
chase users are found mainly in the used car field and in contracts 
by small retailers. For example, some financiers in the used car 
field charge inspection fees and administration charges separately. 
These are in the nature of special loadings and there are some 
indications of a growth of loadings by dealers in recent times (27). 

It is clear that many people who buy goods on instalment 
terms do not realise the high cost of this finance, or the availability 
of more reasonable terms from other sources. A person who buys 
a second hand car over thirty months, for example, pays from 25°/, 
to 40°, more for the vehicle than the cash customer over the same 
period. Other people pay 18° for the finance of household 
appliances which might be purchased- through a public utility 
undertaking at 10°/ (28). One State government bank (29) provides 
personal loans at 6°/ flat while the maximum overdraft rate for a 
personal loan from the trading banks is 6% on the outstanding 
balance. 


5. Sources of Hire Purchase Funds 


There have been some significant changes in the sources of 
funds of the finance companies in recent years. These changes 
have been traced from 1949-50 to 1955-56 by an analysis of the 
balance sheets of sixteen finance companies from 1949-50 to 1953-54, 
and of thirty finance companies from 1953-54 to 1955-56. The 
main sources of funds which have been identified are (a) capital, 
consisting of ordinary and preference capital, (b) reserves, which 


(25) The new stamp duty is effective from 3rd October, 1956 in N.S.W., from 3rd 
December, 1956 in Victoria and from 1st January, 1957 in Tasmania. 

(26) Increased interest rates on borrowed money, company taxation, postal rates, wages 
and in the last six months of 1956 increased repossessions and a fall in the collection ratio. 

(27) One consequence is that one State government (N.S.W.) has announced its inten- 
tion of introducing legislation fixing maximum hiring charges and presumably prohibiting 
special loadings of all kinds. 

(28) Small loan societies, similar to the American Credit Unions, have not developed 
to a significant extent in Australia. 

(29) The Rural Bank of New South Wales. 


} 
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are part of shareholders’ funds, (c) bank overdraft and (d) « other 
borrowing » including debentures, unsecured notes, fixed deposits 
and other deposits. « Other liabilities » include unearned hiring 
charges (30), creditors and insurance suspense accounts (which arise 
because consolidated balance sheets are the only ones available in a 
number of cases). Of the finance companies whose published balance 
sheets are analysed in Table V, the sixteen companies group account- 
ed for 54° of the outstanding debts held by finance companies 
(excluding the Commonwealth Bank) in 1953-54 and at the end 
of 1955-56 the corresponding figure for the thirty finance companies 
was 69°% (31). 

The tendency for shareholders’ funds to decline relatively as 
a source of finance was most marked in the early post-war years 
from 1944-45 to 1949-50. One survey shows a decline in share- 
holders’ funds for a group of companies from 73.3% of total 
liabilities in 1944-45 to 24.4°% in 1950-51 (32). The aggregated 
balance sheets of our sixteen finance companies suggest a further 
though slight tendency to fall. However, in 1954-55, this trend 
was reversed when the thirty finance companies raised their capital 
(by new issues) by no less than £ 10 m. or 75°% in one year. To 
the extent that cash issues were floated at a premium these funds 
increased reserves; for the latter are not entirely surplus profits 
retained in the business. To the extent that bonus. issues were 
made, issued capital as a source of finance is overstated. Subject 
to these qualifications, the figures suggest that some stability in 
capital gearing has now emerged and, secondly, that in periods 
of rapid expansion, the finance companies have raised considerable 
sums by share issues. 

However, the outstanding feature of Table V is the decline 
in relative dependence of the finance companies upon bank over- 


(30) *’ Unearned hiring charges’’ arise because the outstanding debt of customers includes 
a portion of hiring charges which is taken to account only as instalments are paid back. In 
a sources of funds analysis a portion of « unearned hiring charges » should strictly speaking 
be deducted from *’ Total Liabilities '’ as it is a book entry involving no outlay of funds by 
the company. In periods of little change in the length of hire purchase contracts and in the 
level of charges, unearned hiring charges should show some stability as a percentage of total 
liabilities. 

31) For the 30 finance companies outstanding debt accounted for 93°/, of total assets 
in 1955-56; unearned hiring charges are sometimes deducted from H.P. debt and some re- 
arrangement of company balance sheets was undertaken in aggregating to obtain a uniform 
treatment. The other assets are cash, premises and other fixed assets, shares in subsidiaries 
and other investments, and in some cases stock. 

(32) H. W. Arnpr and P. S. SHrapneL, op. cit., p. 49. 
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Taste V 
SOURCES OF FUNDS 
| , | | ] 
Balance | Shareholders’ Funds | Bank | Other | Other | Total | 
Sheets | Over- | Borrow- | Liabi- Liabi- | 
Ending in (1) | Capital | Reserves| Total | draft | ing | lities | ities | 
———— — } _ | 
Sixteen Finance Companies 
1949/50 | | 
£A m. | 5.6 1.5 6.1 ro | 4-3 | 22.5 
~% | 20.3 | 6.7 27.0 | 49-1 | 47 19-2 | 100.0 
1950/51 
LA m. 6.2 2.2 8.4 8.7. | 10.0 6.5 33-6 | 
% | 18.4 | 6.6 25.0 25.8 | 29.8 | 19.4 | 100.0 
| 
1951/52 | 
LA m. 6.8 3-4 | 10.2 | 93 | 13-2 | 7.6 | 40.3 | 
y 4 16.8 | 85 | 25.3 | 23.0 | 32.8 | 189 | 100.0 | 
| ~~ | | | 
1952/53 
} | 
LA m. 6.8 | 4.6 | 1.4 | 1164 | 13-9 | 93 | 46.0 
4 14.8 | 10.0 | 24.8 | 24.7 | 32.3 | 20.2 100.0 
| | 
1953/54 | | 
LA m. 8.8 6.6 | 15.4 | 181 | 17-7 | 13-4 | 64.6 | 
7 13.7 10.2 23.9 | 27.9 | 27.5 20.7 | 100.0 | 
Thirty Finance Companies 
1953/54 
LA m. | 13.2 | 7-9 21.1 | 19.7 22.6 | 15.7 79.0 
of, | 16.7 | 10.0 | 26.7 | 249 28.5 | 19.9 100.0 
1954/55 | 
LA m. |} 23.0 | a2 | 34.2 | 18.3 395 | 27-5 | 119.5 | 
% 19-3 | 9.3 28.6 | 15.3 | 33-4 | 23.0 100.0 | 
1955/56 | | 
LA m. 26.0 | 112.5 3755 | 17.8 | 57-9 39-5 | 143-7 
yA | 18.1 8.0 26.1 | 12.4 | 40.3 | 21.2 | 100.0 
| | 
| 

















(1) The balance sheet of the Industrial Acceptance Corporation relates to the end of 
calendar years whereas most other companies balance on 30th June. 


Source: Published Balance Sheets and Reports. 
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draft as a source of funds and the spectacular rise of « other 
borrowing » both in absolute and relative terms. In 1950 the 
Industrial Acceptance Corporation began substituting debentures for 
overdraft and was completely independent of bank overdraft by 
the end of 1952 (33). Both the Industrial Acceptance Corporation 
and the Custom Credit Corporation now operate completely without 
this form of bank support. In the period from 1949-50 to 1953-54 
the relative dependence on bank overdraft for the sample of sixteen 
companies declined from 49°% to 28°% but the dependence on 
other borrowing increased from 4.794 to 27.594. These trends 
have continued in the last three years and in 1955-56 « other 
borrowing » (40.3°4) was more than three times as important as 
bank overdraft (12.4°/,). In absolute terms the comparative ease 
with which the finance companies have been able to obtain outside 
funds is even more marked. It is noteworthy that the periods of 
most rapid substitution are periods of credit restraint and inflationary 
pressure. 

However, bank advances are not an entirely satisfactory index 
of changes in bank support in this period. The banks may have 
taken up parcels of some of the public flotations and, of even more 
importance for trading operations, have acquired share capital (34). 


Apart from the Commonwealth Bank the following share interests 
are known: 


Custom Credit Corporation Ltd. (40% owned by National 
Bank); 


Esanda Ltd. (100°, owned by the E.S. & A. Bank); 


General Credits Ltd. (45°/, owned by the Commercal Bank 
of Australia); 


The Finance Corporation of Australia (40°/ owned by the 
Bank of Adelaide). 


The banks’ interest in this field has been dictated by the 
profitability of hire purchase operations and by the opportunity to 
direct their customers to an alternative source of finance. 


(33) On 30th November, 1950 the Commonwealth Bank requested the trading banks 
to be selective in granting bank advances. The Bank directed that finance for capital expend- 
iture and permanent non-fluctuating working requirements should be obtained from sources 
outside the banking system. 


(34) ’’ Investment Control ’’ was deleted as a central bank power in the 1953 amend- 
ments of the Banking Act. 
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What have been the sources of the finance companies « other 
borrowings »?. Firstly, some small investors have been attracted 
by the higher interest rates offered on deposits and debentures by 
finance companies. However, institutional sources of funds are 
probably the more important. Typical sources include: 


(i) Cash reserves of insurance companies, especially those 
associated with hire purchase businesses; 


(ii) portfolio investments of life assurance offices and pen- 


sion funds (35); 


(iii) liquid reserves built up by companies for income tax 
and dividend payments; 


(iv) temporarily idle funds of firms, arising from trading 
(e.g. seasonal marketing in the wool trade); 


(v) capital received in advance of requirements by com- 
panies; 

(vi) funds earmarked for specific purposes by firms (e.g. 
building extensions, property purchase or plant modern- 
isation); . 

(vii) deposits from associated companies (e.g. retailers or 
manufacturers); 


(viii) deposits by individuals. 

An innovation in the technique of borrowing has been the 
introduction of « Cumulative Debenture Stock » in the last twelve 
months (36). This stock enables investors to accumulate funds for 
5 to 20 years at a comparatively high rate of compound interest. 
Superannuation, provident and similar funds may find it convenient 
to hold a portion of their portfolios in this form. Companies have 
been interested in cumulative stock for replacement of fixed assets 
and other sinking fund purposes. Moreover some private investors 
may find this stock attractive for the eventual payment of Probate, 
Estate and Succession Duties or on the grounds that it avoids the 
worries of re-investment and the risks of capital loss arising from 
stock market fluctuations. As yet no figures are available of the 
magnitude of borrowing by cumulative stock. 


(35) In some cases trading banks may have purchased debentures; in one case (1.A.C.) 
this is known to have occurred. 

(36) Introduced by I.A.C. and A.G.C. — now becoming a common technique with 
large and medium companies. 
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Typical interest rates on public borrowings by large and small 
finance companies in comparison with other interest rates are shown 
in Table VI. 

Taste VI 

INTEREST RATES ON PUBLIC BORROWING: NOVEMBER-DECEMBER, 1956 























Term in Months Cu- 
| .. kK a. ~ 5-| mul- 
Institution | oO 20 | ative 
Call | 3 | 6 | 9 | 12) 18 | 24) 36) 48 | 60 yrs! 5-20 
Bs | | > oe a yrs. 
% |%o\|% %o | %o|%e | Yo| Yo| %o| Yo %o| % 
Savings Banks (1) . . . . | 234 | —|—|—|—|—|—|—|- |-—- —| — 
Trading Banks | 
Fixed Deposits : 2 c eS —_ 2'/4\24/2 — \23/4 —— 3/2 —/|- <= | am om 
Finance Companies - Large | 
Debentures ..... . _ 34/2 4 4J2\5 — 54/2! 6 \642 77 642 
Deposits eh ote ee ee 3 33/4 4'I4 47/4\5"/4 — 6 16;—j—|— am 
Finance Companies - Other | ; | | 
Typical Low Rates . . . 3'la 3'elgegteis (stes5te 6 62 7 7 dls 
Typical High Rates . . . 32 4 \qe5 6 ONe'7 7 7 8 BS 
Commonwealth Bonds (2) —- —-|\-—- — —'\4 —|—/|—|—I|s om 
Semi-Government Bonds . . _ —|— || — | — | am | ae | = | ig) 


(1) Maximum savings bank interest rate of 2%°% applies up to £1,000; 14% from 
£1,000 to £1,500 and thereafter nil. 

(2) Short dated section of government loan (18 months) issued at a discount (£99.10.0. 
for {100) giving a redemption yield of £4.7.0%; long dated bonds (8% years and 20 years) 


issued at par. Bond interest carries an income tax rebate of 2/— in £. 


Source: Published borrowing rates of 14 finance companies. 


Since June, 1955 there has been an increase in all interest rates 
shown in this table (37). Partly because of competition for funds 
and partly because of increases in the long dated bond rate (38) 
(4%) and fixed deposit rates (1-114°/,), the borrowing rates of 
finance companies have increased by %4 to 34° in the short-dated 
section and by 1 to 2% in the long-dated section. There has 
probably been a trend to longer terms in finance company bor- 


(37) For comparison see P. S. SHrapnet and N. Runcik, op. ait., p. 5 (Table V). 

(38) The taxation rebate of 2/— in £ of bond interest raises the equivalent fully taxable 
yield on bonds by over 4% for most classes of investor. For a discussion of the working of 
this rebate see N. Runciz, ’’ The Calculation of Bond Yields ’’, Economic Monograph No. 1, 
N.S.W. University of Technology. 
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rowing in the last two years. However, the most recently published 
balance sheets of the three largest companies show that 45° of 
the debentures issued to the public (39) were « short » in the sense 
of a borrowing period of twelve months or coming up for redemp- 
tion in the next twelve months. The larger companies, with their 
established reputation as borrowers, are undoubtedly more successful 
than the smaller companies in raising short-term money. Moreover, 
the large finance companies have been able to borrow from the 
public on more attractive terms than the small ones. However a 
«cat and mouse» levering up of the former’s rates has been 
occurring and the relative margin has decreased (40). 

Public borrowing on the terms outlined above would be more 
or less expensive than bank overdraft (41), depending on the pro- 
portions of short and long term borrowing and the expense rate 
associated with the public borrowings. The underwriting com- 
missions vary, for example, with the status of the company, the 
size of the issue, the time the issue remains open and the interest 
rates. These associated costs, including the costs of advertising, 
may be fairly high for small companies but are likely to be con- 
siderably less for the larger companies. 

Only fragmentary data on finance company costs are available. 
However, the following cost analysis of a typical two year contract 


has been provided by a public utility undertaking (42). 








Costs as % of 

H. P. Debt. 
a a, | 
aendmemls . 2. wlll 
3. Clerical costs . . . . «. 1.982 
4. Overhead costs . . . .  .832 
5. Printing, Stationery . . .  .931 
6. Bad Debts. . . . . «~~ .250 
9.512 

Charge. . . 10% (5% flat) 


(39) A high proportion of Fixed Deposits would also be short. 

(40) The Custom Credit Corporation announced a reduction in interest rates for long 
term debentures on 1st December, 1956 as follows: 5-20 years, from 7% to 6%; 4 years, 
from 64% to 6%. 

(41) Current maximum interest rate is 6°, per annum on daily outstanding balance 

(42) January, 1956. 
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Some explanatory comments on this table are necessary as the 
cost experience of finance companies would be different in many 
respects. Firstly, the interest charge has been calculated at the old 
public utility borrowing rate of 434°, (now 5%4°%) whereas a 
major finance company’s interest bill may be several percent 
higher. Secondly, the «go day sales» item is the proportionate 
cost of carrying hire purchase sales which are completed in the 
interest free period of go days; there is no corresponding item in 
the accounts of finance companies. Thirdly, the other expenses for 
finance companies, other than bad debts (43), would probably be 
lower, especially for those firms engaged in motor vehicle finance. 
This study suggests that the major finance companies probably 
aim at a gross profit margin of 3°/ to 6% of the debt on the 
existing level of charges. 

We suggest that the following conclusions emerge from this 
survey : 

Firstly, it is clear that the finance companies have been res- 
ponsible for some development of the short-term money market 
in Australia. By offering attractive interest rates and a wide range 
of short-term investment opportunities, and by extensively advertis- 
ing their borrowing terms, it has been possible for the finance 
companies to mobilise considerable funds and avoid the more severe 
effects of restricted bank credit. 

Secondly, taking all finance companies and retailers together 
it seems likely that some £ 100 m. has been raised in this way 
for hire purchase purposes. 

Thirdly, the finance companies, in the absence of ceiling 
interest rates on borrowing and lending, appear to retain a com- 
petitive margin in competing for funds on the open market. 


6. The Legal Framework 


The division of powers between the Commonwealth and State 
Governments in Australia has complicated the devising of a uniform 
legal framework for the conduct of hire purchase transactions. 
Moreover, the federal system has inhibited the development of the 
overall controls which might otherwise be expected under a unitary 
system of government. It is true that the central government may, 


(43) Including losses on repossession. 
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under the « defence power » contained in the constitution, exercise 
overall controls in wartime. However, in normal peace-time situa- 
tions, the only overall controls possessed by the Commonwealth 
which may be used to control hire purchase are those relating to 
taxation (direct and indirect) and other fiscal measures, banking 
(other than State banking) and insurance. Except in wartime, or 
under the threat of war, the Commonwealth is unable to exercise 
direct controls over capital issues or other borrowing (44). Thus 
the legal framework under which hire purchase transactions are 
conducted is the product of state legislatures. 

All Australian States have legislation affecting the terms of 
hire purchase transactions (45). In part, this legislation springs 
from a desire to regularise the growing volume of commercial 
transactions conducted under hire purchase terms, and, secondly, 
it arises from social discontent in the twenties and especially the 
thirties with the lack of equity between the parties and the 
stringent powers possessed by the vendor especially in cases of 
default. For these reasons the legislation has been concerned mainly 
with the rights of the parties and only in a minor degree with 
regulating the volume of business. 

As indicated in our definition in Section 2 the fundamental 
feature of a hire purchase contract is that ownership of the goods 
does not pass to the purchaser until payment for the good is 
complete. Although the ultimate purchaser obtains immediate 
delivery of the goods his payments are regarded as « rentals » until 
the final instalment. An essential feature is that the hirer has the 
right to complete the hiring at any time by returning the goods 
without incurring any further liability. 

This outline distinguishes hire purchase from (i) a_ hiring 
contract, where there is no option to purchase, (ii) « lay-by », where 
possession, use, and ownership do not pass until the good is finally 
paid off, (iii) cash orders, which are money lending devices con- 
ferring no rights of repossession by the lender of the goods 


(44) The temporary or permanent transfer of powers relating to capital issues and 
borrowing has been unsuccessfully sought by the Commonwealth at successive meetings of 
Premiers in post-war years. The latter have had their financial independence reduced by a 
uniform taxation system introduced during the war by the Commonwealth and have been 
unwilling to increase still further the financial control of Canberra. 

(45) The initial acts (subsequently amended in most cases) were passed in the following 
years: South Australia (1931), Western Australia (1931), Queensland (1933), Victoria (1936), 
New South Wales (1941), Tasmania (1943) and A.C.T. (1955). 
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purchased, and (iv) time payment and other credit transactions 
involving the payment of instalments (e.g. instalments charge 
accounts), where ownership passes with possession (46). All these 
instalment sales devices are used to enable consumers to acquire 
durables and (i) and (ii) are used by producers. However, the 
volume of hire purchase transactions would be by far the more 
important. 

In order to eliminate harsh conduct by vendors (as far as pos- 
sible) State legislation has enacted provisions which apply despite 
any clause in the hire purchase agreement to the contrary. So 
« contracting out » is impossible. A radical alteration in the existing 
law was provided by giving the purchaser an equity in the goods 
hired. In cases of repossession, or return of the goods, the hirer 
is entitled to a refund if the second-hand value of the goods exceeds 
the difference between the purchase price and the instalments 
already paid. Where goods are repossessed the vendor must keep 
them for a specified period and give the hirer the chance of recovery 
by formal notification of the outstanding amount. Hire purchase 
agreements must be in writing, set out specified details and a copy, 
including a summary of the hirer’s rights under the Act, must be 
provided by the vendor. If the hirer makes payment in advance 
he is entitled to a refund of part of the financier’s charge. However 
only one State has proposed a maximum hiring charge although 
there is frequently a provision for a court re-opening the contract 
where the terms are harsh. These are some of the forms which 
« hirer protection » has taken. 

It has been claimed that some of the hirer protection devices 
increase the instability of what is already a « fair-weather 
system » (47). 

No statistical evidence is available for Australia (or for any 
Australian State) either of the volume of repossessions, or whether 
they are effected voluntarily or on the initiative of the finance 
company. Likewise, although most finance companies calculate 
their delinquencies (defined as one or more instalments in arrears) 
no official figures are available. Consequently, up to the present 


(46) Where loans are made by Bill of Sale (giving the right to the lender to seize and 
take possession of goods) it is usually necessary for the bill of sale to be registered and for 
details to be published in an official gazette. Many people do not like the attendant publicity 
and loans of this kind are restricted accordingly. 

(47) See R. Ranperson, '’ Hire Purchase Raises Acute National Problems *’, Australian 
Quarterly, September, 1955. 
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time, no reliable evidence on the relationship between repossessions, 
delinquencies, and economic conditions in Australia has emerged. 
However, we make three comments on this controversy concerning 
the provision of hirer protection and the stability of the hire 
purchase system. 

Firstly, consumers probably exercise considerable care in the 
selection of durable goods to ensure close correspondence between 
the characteristics of the article purchased and their needs. They 
do not, therefore, lightly allow the goods to be repossessed. Again, 
the conspicuous nature of the demand for durables is a strong 
characteristic and provides an additional incentive to complete 
payments and become the legal owner. Moreover, hire purchase 
transactions may, if necessary, be financed by cutting down on 
other forms of expenditure, increasing the work performed within 
the family unit (e.g. by the wife seeking employment), or the 
running down of liquid assets. It seems wrong to assume that 
people who buy goods on hire purchase terms are completely 
lacking in liquid assets for they may buy goods on terms simply 
to preserve their contingencies reserve. Equally it seems wrong 
to assume that there is no room for reducing other expenditure 
to meet hire purchase commitments. Further, protection against 
irresponsibility is contained in the legislation itself, which provides 
that both husband and wife must sign a hire purchase contract 
for household goods and in the provision of minimum deposits. 
Even where legislation specifying these requirements does not exist, 
the practice of the major companies at least, is to insist on both 
signatures for household goods and on minimum deposits as shown 
in Table V. For these reasons repossessions experience in Australia 
in the post-war years has apparently been favourable; as confirmed 
by U.S. evidence, most hire purchase buyers have a strong determi- 
tiation to complete their contracts. So long as near-full employment 
conditions are maintained repossessions are usually small. 

Secondly, in our judgment, « hirer protection » in its various 
forms is socially desirable. For example, the prohibition on 
minimum hiring periods and legal provision for repayment of 
portion of hiring charges for early payment, encourage consumers 
to complete their contracts as soon as possible and eliminate a 
possible form of exploitation. We do not, moreover, feel that this 
protection has increased consumer irresponsibility. 

Thirdly, the potential liquidity of the finance companies and 
their actual reserve position are both quite high. Cash reserves 
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may be built up by cutting down on new lending or by borrowing; 
moreover, in the face of a general slump, bank support could be 
expected for the purpose of preserving liquidity. Thus, the hire 
purchase concerns probably possess a greater degree of financial 
stability than might be inferred either from their balance sheets 
or their obligation to accept goods returned by hirers who do not 
wish, or are not able, to complete the contract. 

The States either individually or in concert, have not attempted 
to control the volume of hire purchase business. Minimum deposits 
and maximum repayment periods have been specified in some of 
the State legislation but no attempt has been made to vary these 
with economic conditions. In general the provisions are more 
liberal than current trade practices. The single exception is the 
attempt to eliminate « no-deposit » trading (48) apparently on social 
rather than economic grounds. State governments seem to be 
sensitive to the view that hire purchase is the « poor man’s 
overdraft », and that restrictive action in one State may divert the 
expansion of durable goods industries to other States. 


7. The Impact of Hire Purchase on the Australian Economy 


From the point of view of short run macro-economic policy 
the principal question which arises out of the expansion of hire 
purchase since 1947 is whether this expansion has added to the 
instability of domestic demand. If it has, there is a prima facie 
case for ensuring that the monetary authority is able to exercise 
restraint wherever restraint seems essential in the public interest. 

In its simplest form, contemporary income analysis assigns 
the leading role in the generation of income fluctuations to certain 
variables which it is customary to classify formally as independent 
of incomes. These are usually indentified as exports, government 
expenditure, and private investment. Where hire purchase exists 
on any scale, it seems reasonable to add a fourth to this list, namely 
expenditure on consumer durables. In Australia, partly by virtue 
of the definitions employed in the national income accounts (49), 
hire purchase concerns are a source of finance for both investment 


(48) No deposit trading has been widely practised by retailers, but most finance com- 
panies insist on deposits. 
(49) Cf. above footnote 5, Section 2. 
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expenditures and expenditure on consumer durables. They are 
thus, in principle, a potential source of instability (50) on both 
counts. 

Though the willingness of any individual to engage in a hire 
purchase transaction is not unaffected by his (or her) income and 
expectations regarding future income, the ability to do so depends 
upon the availability of finance. In Australia, at least in the more 
recent years (51), it seems safe to say that it is the availability of 
hire purchase finance which has determined the amount of business 
undertaken. The growth of hire purchase debt has thus been largely 
supply determined. Thus, looked at from the point of view of 
income determination, expenditure financed by hire purchase 
lending bears a strong resemblance to private investment as a 
whole in that it is at once largely independent of income and 
strongly influenced, if not determined by, the availability of 
institutional finance. Thus where, as is undeniably the case in 
Australia, the capital and money markets display considerable short 
run elasticity, changes in the availability of hire purchase finance, 
as one aspect of this elasticity, may be a significant « cause » of 
fluctuations in the individual components of private expenditure. 

Subject to certain qualifications, the marginal contribution of 
hire purchase finance to the change in total institutional finance 
made available, in any period, can be assessed statistically. 

To do this we define the « institutional » sources of finance as 
banks, hire purchase concerns (including retailers) and the new 
issue market. The « net new money » provided by the banks for 
households and productive enterprises, is then defined as the 
increment in advances to the private sector less the increment in 
advances to hire purchase concerns. For «net new money » 
provided by hire purchase concerns we take, as an approximation, 
the increment in total outstandings; for the new issue market, 
«mew money» issues less issues by banks and hire purchase 
companies, This procedure enables us to determine the relative 
importance of hire purchase concerns as intermediaries at the 
margin. The relevant figures are set out in Table VII. 


(50) The estimates of expenditure on durable consumer goods in Australia are not very 
detailed. Research in the U.S.A., however, has shown that variation in expenditure on dur- 
able consumer goods is a significant factor in explaining instability in the consumption-income 
telation. 

(51) More particularly since 1952-3. 
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Three points need to be made about this Table before comment- 
ing on it. In the first place the three sources of finance listed in 
it are not independent but interdependent. In the second, since no 
industrial breakdown of new issues is available, the adjustment 
which has been applied to the published figures is a rather crude 
estimate. 

In the third, the absence of statistics for bank advances to hire 
purchase companies makes necessary a second crude adjustment. 


Taste VII 
INSTITUTIONAL SOURCES OF « NEW MONEY » FOR THE PRIVATE SECTOR (1) 
(in £A m.) 








| j 
Source of Finance | 1951/52 | 1952/53 | sei 1954/55 | 1955/56 
| 


| 





. Increase in Bank Advances to pri- 


vate sector . . . . . «© «© © | +160.7 | — 83.4 | +126.1 | + 123.4 — 36.9 | 


less 


. Advances to H.P. Companies . . |— 1.2 |— 4.2 |— 13-4 + 2.0 





. Sub-Total. . . . . . . . « |+160.5 | — 87.6 ($112.7 |+ 125.4 


ss hindsiilebidiai RAE, Mah 
- '* New Money *’ New Issues (2). [+ 57.2 | + 26.5 |+ 42.6 |+ 87.2 





less | 
| 


. New Issues by H.P. Companies (2) |— 1.2 | Nil i— + 4.0 |— 14.0 


So Pe ee + 56.0 + 26.5 + 38.6 |+ 73.2 /+104.5 | 





. Increase in H.P. Debt. . . . . |+ 9.5 | + 10.6 | + 52.3 | + 58.8 i+ 31-4 | 


. Total of Sub-Totals 3+6+7 . . | + 226.0 | — 50.5 | + 203.6 |+ 255.4 + 99-7 | 








» Geese cEgin®. . . 1. « s 4.2 % | — | 25.7 % + 23.6 31.5% 


(1) Defined as: households plus trading enterprises. 


(2) *’ Listed companies only ’’. For years 1951-54 excludes new money raised by de- 
posits, debentures, and registered notes. 


Sources: Items 1 and 4: Commonwealth Statistician. 
Items 2, 5, 7: Our estimates. 


Despite these qualifications, it seems clear from Table VII 
that, at least since 1952-3, increments in hire purchase outstandings 
have been a relatively important source of « new money » for the 
household and trading sectors. In the domestic boom of 1954-5, 
for example, the increased availability of hire purchase finance was 
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certainly not an unimportant influence in the growth of expeditures 
by the private sector which, in the main, characterised the boom (52). 

A similar conclusion can be reached by another route. In 
1954-5 expenditure on cars, cycles, and trucks was {A 50m. (some 
24%) above that of 1953-4, while expenditure on consumer 
durables was {A 34m. (11-12%) above 1953-4. Expenditure on 
cars, cycles, and trucks, by accounting convention, form part of 
gross private investment in fixed capital. The change in them 
accounted for nearly 50%, of the change in this aggregate. Over 
the same period hire purchase outstandings rose by {A 59m. (53). 
This suggests that the latter was a factor bringing about the 
former — a suggestion strongly supported by evidence given 
elsewhere in this paper and the fact that a very similar relationship 
existed between 1952-3 and 1953-4, while the slowing down of 
hire purchase expansion in 1955-6 has been accompanied by a 
sharp decline in the rate of growth of expenditures on cars, trucks, 
and consumer durables. For simplicity, the relevant figures are 
set out in Table VIII. 


Taste VIII 


EXPENDITURE ON CARS, TRUCKS, AND DURABLE CONSUMER GOODS (1) 
(in £A m.) 





Changes 





} ; ai 
1952] | 19531 | 1954! | 1955! |1953 4) 1954-5|1955-6 
53 54 55 56 over over over 
1952-3 1953-4 1954-5 


Expenditure on: 





es. Cos and cycles 2. 2 ws | ORE 145 183 | 186 | + 34 | + 38) + 3) 
| | | 

2. Trucks and Utilities. . . | 58] 65 77 82/+ 7|+12/+ § |] 

3. Sub-Total 169 | 210| 260] 268|+41|/+50/+ 8 


| | ; 
- Durable Consumer Goods . 263 298 | 332 | 360 | + 35 | + 34 | + 28 


aay 








5- Total of 3 and 4 | 628 | + 76 | + 84 | + 36 | 
} 


6. 3 as % of Private Invest- | 
ment in Fixed Capital . . 26.1 
| 





28.6 | 29.4 | 29.2 


45-6 | 45-8 T1.3 | 


(1) Defined as: Expenditure on '’ Hardware, Electrical Goods, Furniture, etc. ’’ 


Source: National Income and Expenditure. 


(52) It is noteworthy that, in his Budget Speech for 1955, the Commonwealth Treas- 
urer (Rt. Hon. Sir Arthur Fadden) pointed specifically to the growth of hire purchase as a 
factor helping to bring about the resurgence of inflation. 

(53) Gross private investment in 1954-55 was £A 229 m. above the figure for 1953-54. 
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From this and other evidence (54) it seems difficult to deny 
that hire purchase in Australia has now reached a stage of develop- 
ment which makes it desirable for the authorities to be in a position 
to enforce restraint. 


8. The Problems of Control 


Since it is still a matter of public controversy in Australia 
whether or not control over expenditure financed by hire purchase 
is necessary, it seems advisable to preface our discussion of possible 
methods of control by a brief statement of our position on this 
control question. Put as concisely as possible our position is this. 

In a dependent economy (55), subject to impulses towards 
fluctuations originating abroad as well as at home and, at the same 
time, bent upon maintaining a high level of employment and a 
rapid rate of development, the authorities must, if they are to be 
charged with the responsibility for keeping inflation within bearable 
bounds,be endowed with effective means of influencing aggregate 
demands in the form of fiscal and monetary devices. At present, 
as the experience of 1954-6 so amply demonstrates, these means are 
not properly effective. Since full employment economies are 
economies with very little room for manoeuvre, it is a matter 
of some urgency to improve the available means of conducting 
economic policy. In our judgment, control over expenditures 
financed by hire purchase should form part of any additional 
devices developed by (or granted to) the monetary authorities. This 
does not, of course, mean that it is the only additional power we 
should like to see in the possession of the Commonwealth authori- 
ties. To discuss other possible (and possibly desirable) powers 
would, however, make necessary a lengthy discussion of the 
technical and other limitations at present suffered by the Australian 


(54) For other evidence cf.: 
R. 1. Downinc, *’ The Australian Economy, March 1956°’, Economic Record, 
May, 1956 and D.C. Rowan, *’ The Future of Monetary Policy in Australia’’, The Ban- 
kers’ Magazine, February, 1956. 
(55) Cf. D.C. Rowan, *’ The Monetary Problems of a Dependent Economy: the 


Australian Experience 1948-52 °’, Banca Nazionale del Lavoro Quarterly Review, Decem- 
ber 1954. 
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monetary authorities (56). This would take us too far from our 
main theme. 

Any discussion of the control (57) of hire purchase in Australia 
necessarily falls into two parts: first a description and analysis 
of the present position and recent developments; second, proposals 
regarding reform. We begin, then, with an outline of the present 
position. 

Under law, primary responsibility for conducting the monetary 
and banking policy of Australia is laid upon the Commonwealth 
Bank, the powers of which are laid down in the Acts of 1945 
and 1953. These Acts give the Bank no direct powers over hire 
purchase. Nor do they give it authority over capital issues (58). 
They do, however, give it an extensive array of powers in relation 
to the banking system (59). It follows, therefore, that any impact 
which the Commonwealth Bank makes upon the supply of hire 
purchase finance can only come through its banking and open 
market policies. 

In theory, if not always in practice (60), the Commonwealth 
Bank is in a technical position to control lending by the trading 
banks and, in particular, their lending to hire purchase concerns. 
In practice, however, denied access to banking funds, it is always 
open to the finance companies to borrow directly in the (uncontrol- 
led) new issues market. Since 1953-4, the finance companies have 
in fact done this on a considerable, and probably increasing 
scale (61). They thus substitute short term debt to the public 
(including some other financial institutions) for short term debt to 
the banking system. On average, it seems that their costs of 
borrowing are slightly raised while their liquidity may or may 
not be impaired according to the maturity pattern of public subscrip- 


(56) For a discussion of some of these consult: 
Dr. H. C. Coomas, op. cit. 
D.C. Rowan, *’ The Future of Monetary Policy in Australia’’, The Bankers’ 
Magazine, February, 1956. 
(57) « Control » is discussed here only in its macro-economic aspects. 
(58) This power resides with the States, who do not choose to exercise it. 
(59) Cf. J. S.G. Witson, op. cit., and ibidem *’ The Operation of Australian Central 
Bank Controls *’, Banca Nazionale del Lavoro Quarterly Review, January-March, 1952. 
(60) Cf. the references cited in footnote (56) above. In July 1955, the Common- 
wealth Bank asked the trading banks to limit advances to finance companies. 
(61) Cf. above Section 5. 
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tions to their issues (62). It follows, therefore, that the principal 
results of reducing the availability of bank finance to hire purchase 
concerns are to raise slightly the cost of their funds and aid the 
development of a short term money market. In the absence of 
any means of checking the new issue market and in the presence 
of an active demand for hire purchase finance by consumer, the 
fruits of a restrictive banking policy in the orchard of hire purchase 
finance are certain to be unimpressive. 

On the other hand, and once again in theory, it should be 
possible for the Commonwealth Bank to use its open market policy 
in such a way as to check new issues in general including new issues 
by hire purchase companies. There are three qualifications to this 
view, which, in practice, are so important as to remove most of its 
validity. The first of these concerns the structure of the Australian 
capital market which, being as yet relatively undeveloped, does not 
display that close connection between changing bond prices (and 
uncertainty regarding future bond prices) and the readiness to 
take up new issues which is apparently to be found in New 
York (63). The second is that there is good reason to believe that, 
in practice, the Commonwealth Treasurer is unlikely to give the 
Commonwealth Bank sufficient freedom to vary bond rates so as 
to permit such a policy to be operated in good time (64). The third 
is that much borrowing by finance companies is not likely to be 
much affected by a policy of bond price manipulation. 

At present, the Commonwealth Bank has only one additional 
device at its disposal — the raising of the rates of interest offered 
upon time and savings bank deposits (65). Presumably such a 
procedure would force finance companies to pay higher rates in 
order to protect their existing funds and attract new ones. The 
interest cost to the companies is, however, only about 60°, of their 


(62) Advances are technically repayable « on demand ». In practice, of course, they are 
nothing of the sort. It is a nice point, therefore, to say precisely how « liquidity » would be 
affected by ’’ switching ’’ of this type. 

(63) Cf. R. V. Rosa, Money, Trade, and Economic Growth, Macmillan 1951, pp. 279- 
293. 

(64) This can be inferred from events during 195456. Until March, 1956, despite its 
general policy of restraint during 1954-55, the Commonwealth Bank was supporting the bond 
market. It is difficult to believe that this was not due to government policy. Thus the Bank 
was only allowed to raise rates in the market nineteen months after its own conditional 
forecast of inflation (August, 1954). 

(65) Savings bank deposits are less directly competitive with the short term obligations 
of finance companies than time deposits. 
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total costs. A 1° rise in short rates would if passed on, therefore, 
add only about 2/3°%/ to the charge made to the customer. Since 
many users of hire purchase finance are unaware of the true rate 
they are paying, it seems clear that few undertake the nice weighing 
of marginal choices which would be required if changes of this 
magnitude were to have an appreciable result on the demand for 
hire purchase credit. On the other hand, to raise hire purchase 
interest costs by say 14°94 per annum might require a substantial 
increase in deposit rates; perhaps even doubling them. Even if 
this were done, it is doubtful how far the rise in hire purchase 
interest charges would discourage borrowers even assuming that 
the whole of the increase was passed on to the consumer. 

We may thus conclude that, at present, none of the methods 
. open to the Commonwealth Bank of Australia seem likely to 
provide effective means (jointly or severally) of restraining expen- 
ditures financed by hire purchase. The fact that, in September 
1955, the Commonwealth Government made, through the agency 
of the Prime Minister (66), a direct approach to the hire purchase 
concerns designed to obtain by agreement a reduced rate of growth 
in such expenditures, provides official confirmation of this view. 
Further confirmation is to be found in the expansion of hire 
purchase in 1954-5, a year for which the Commonwealth Bank 
had already made a conditional forecast of inflation (67) and in 
which it followed a policy aimed at securing restraint (68). 

Accepting our judgment that control over hire purchase is 
necessary and our argument that, at present, the monetary authority 
is unable to provide it, what type of action is to be recommended? 

Control of hire purchase may be applied either on the demand 
for hire purchase or the availability of funds to finance hire 
purchase transactions. There is, of course, no reason why it 
cannot be applied on both sides of the market simultaneously. Let 
us consider the supply side first. 


(66) On 4th October, 1955 a majority of finance companies agreed to the Prime Mini- 
ster’s request to limit the increase in their business in accordance with a formula so that 
outstanding balances would not exceed a figure slightly in excess of 10% of outstanding 
balances on 30th September, 1955. Also, as part of the same agreement, the minimum 
deposits and maximum repayments period for motor vehicles were also tightened. 

(67) Annual Report (1953-54), PP- 23-34- 

(68) Annual Report (1954-55), pp- 21-23. The policy of restraint was actually begun in 
the second half of 1953-54. 
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At the moment it seems clear that there are three fundamental 
reasons for the inability of the monetary authority to control the 
supply of funds from finance companies. In order of importance 
they are: 


(a) the absence of any means of denying finance companies 
access to the capital and money markets; 


(b) the technical difficulties facing the Commonwealth Bank 
in its conduct of banking policy; 


(c) the structure of the Australian capital market. 


To modify the third, at least in the short run, is not possible. 

Discussion of the second is outside the purview of this paper 
and, in any case, even were the technical difficulties in the sphere of 
banking policy to be wholly removed, this itself would certainly 
not give an adequate degree of control. We are therefore led to 
the provisional conclusion that the re-introduction of capital issues 
control is a necessary step in any serious attempt to control the 
availability of hire purchase finance (69). 

It might, however, be unwise to be over sanguine regarding the 
results in the hire purchase field of the re-introduction of capital 
issues control, even supposing the constitutional and_ political 
difficulties in the path of such re-introduction were overcome. 
There are two main reasons for retaining a measure of scepticism. 
The first arises because in recent years finance companies have 
raised considerable sums by the attraction of deposits. This form 
of borrowing is not so simple to control as those forms which 
involve the issue of marketable securities. It is possible, therefore, 
and in fact probable that some deposit raisings, particularly by the 
smaller companies, would escape official regulation. On the other 
hand, there seems little doubt that control over capital issues could 
be operated in such a way as to check the expansion of the larger 
companies. 

The second reason for thinking that the re-introduction of 
capital issues control might not be wholly effective arises because 
in practice such controls can be avoided by borrowing amounts 
below the minimum requiring approval or borrowing privately. 
If, therefore, control was effective in preventing the acquisition of 
funds by large companies, one consequence might be the emergence 


(69) Cf. N. Runcit, ** Methods of Hire Purchase Control in Australia '’, Economics 
Society of Australia and New Zealand (N.S.W. Branch) Paper, July, 1955. 
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of a large number of small concerns (70). Many of these would be 
less well managed, less scrupulous in their dealings with the 
public, and more preoccupied with earning large profits in the 
short run than the existing concerns. Moreover, by reason of the 
small scale of their operations they would be less able to obtain a 
wide spread of risks and thus a greater (potential) source of 
instability. If such an expansion did follow the imposition of 
capital issues control, there would plainly be some social costs to be 
offset against the social gain obtained from reducing hire purchase 
lending. 

On balance, however, despite these qualifications, it appears 
that the re-introduction of capital issues control in an appropriate 
form would succeed in giving the authorities power to check the 
rate of expansion in total debt. In any case, unless finance companies 
can be brought within the scope of existing banking legislation (71), 
and thus the authorities given direct powers over hire purchase 
lending, it is difficult to see any alternative means of limiting the 
availability of hire purchase finance. In our judgment, therefore, 
capital issues control, which in ary case is desirable on other 
grounds, is a necessary condition for the effective control of hire 
purchase. It may not, however, be a sufficient condition since all 
controls are in some measure subject to evasion and the control can 
only prevent or diminish expansion. It cannot reduce lending 
from a given portfolio. We therefore feel that capital issues control 
in its operations on the supply of hire purchase finance should be 
strengthened by powers designed to make an impact upon the 
demand for such finance. 

On the demand side there are two lines of approach. The first 
is to take action which leads to an increase in the costs of hire 
purchase. The second is to give the monetary authority power to 
vary the minimum deposit and maximum repayments period of 
hire purchase transactions along the lines of the famous Regulation 
« W ». We have already given reasons for being sceptical about 
the former. Hence the only reasonable course to propose is the 
latter. 


(7o) Cf. the experience of the United Kingdom. 

(71) It has sometimes been suggested that finance companies which accept deposits and 
lend to the public could be defined as banks and thus brought within the scope of the Special 
Account technique and other banking controls. It is, however, very doubtful whether the 
courts would accept such a definition. 
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The general nature of the powers formerly available to the 
Federal Reserve System are sufficiently well known to require no 
elaboration. The aim of these powers is quite simply by raising 
(lowering) the minimum compulsory deposit and reducing (increas- 
ing) the maximum repayments period to make hire purchase less 
(more) attractive to the borrower. Generally speaking these powers 
seem to have worked well (72) though in some cases legal ingenuity 
has been able to find ways of circumventing them. 

Unfortunately, however, though an Australian variant of 
Regulation « W » and the re-introduction of capital issues control 
are probably both necessary for the better conduct of macro- 
economic policy, their introduction does not seem probable. At 
present, as we have pointed out in Section 6, both powers reside 
not with the Commonwealth but the States. For these powers 
to be granted to the Commonwealth Bank, either the States 
would first have to refer their powers to the Commonwealth or a 
successful referendum would need to be undertaken. This second 
possibility may be neglected entirely, while the first seems unlikely 
to eventuate in the near future. Whatever may be desirable, it 
seems that the Commonwealth Bank will be compelled to continue 
its attempts to discharge its duty to conduct a monetary and 
banking policy « in the best interests of the people of Australia » 
with no control over either capital issues or the terms on which 
funds may be borrowed from finance companies: in short with only 
a very restricted technical ability to conduct monetary policy (as 


opposed to banking policy) at all. 


D. C. Rowan, N. RunNcie 


(72) Admittedly experience in the U.K. has been less encouraging, but in this case the 
minimum deposit enjoined by the authorities was not always a deterrent since it was, in 
some important cases, below that already demanded by the finance companies. 
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Judged by the size of her population which just exceeds 
7 million Sweden is a small country. But her economic influence 
in Europe and the rest of the world is far greater than this figure 
would imply. Since 1850 she has undergone an extensive process 
of industrialisation and development which has raised her standard 
of living to a level exceeded only by that of the United States. 
She has not only exploited her natural resources of wood, pulp 
and iron but has developed the production of a wide range of 
manufactured goods. Her foreign trade is extensive and she is an 
important customer of the United Kingdom, Western Germany 
and the United States. Since most of her economic expansion has 
been financed internally, it follows that she must have developed 
an organised monetary and financial system for the mobilisation 
of savings and their transmission to industrial borrowers. 

It is the object of this paper to review this system. Such a 
review by an English observer may be of special interest because 
in recent years Swedish monetary institutions, like their English 
counterparts, have been forced to adapt themselves to an environ- 
ment which has been increasingly influenced by the growth of the 
public sector and the extent of governmental intervention. 


* * * 


At the apex of the system is the Riksbank, the central bank, 
which is actually the oldest bank of its kind in the world. It was 
founded in 1657 and endowed with note-issuing powers. In its 
early years it engaged mainly in ordinary banking business and 


did not finally emerge as a fully-fledged central bank until 1897. 


(*) This article has been prepared from material collected during a visit to Sweden 
in 1955 which was made possible through the generosity of the Trustees of the Houblon- 
Norman Fund. I wish to express my thanks to all the Swedish bank officials who helped 
me and to Professor R. S. Sayers who has commented on an earlier draft. 
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The structure of Swedish commercial banking is more complex 
than in England, for there is a heterogeneous group of institutions 
which do « banking business » in that they assume a liquidity risk 
in accepting deposits from the public which they in turn lend to 
creditworthy borrowers. The institutions whose activities most 
closely resemble those of the English commercial banks are the 
« affarsbanken ». Altogether there are sixteen in number of which 
the five largest are nation-wide banks. They hold about 45 per 
cent of the total published banking resources, the remainder being 
spread over the Savings Banks, the Post Office Savings Bank, the 
Postal Cheque System, and the Agricultural Credit Associations 


which are part of the strong Swedish co-operative movement (See 
Table I). 


Taste I 
TOTAL DEPOSITS OF CREDIT INSTITUTIONS IN MARCH 1956 


| 


| Mill. kr. age 


ce ee ee ee ee ee ee ee 12,830 | 43 
ee i a wt we Oe ee et we 10,919 | 37 
ee ee ee ee 3,268 Ir 
Postal Cheque System . . . - + + 2 «© 1,715 6 
Agricultural Credit Institutions . . . . . «. . 837. | 3 





ae a oe 29,569 


The « Big Five » among the « affarsbanken » are, in descending 
order of size, the Svenska Handelsbank, the Skandinaviska Bank, 
the Stockholms Enskilda Bank, the Sveriges Kreditbank and the 
Goteborgs Bank; they control 80 per cent of the total assets of the 
« affarsbanken ». Of these the first two are much larger than the 
others, for they have respectively 300 and 250 branches and together 
hold over 50 per cent of the assets. The Stockholms Enskilda Bank 
is a private bank, which is controlled by the wealthy heirs of Herr 
Wallenberg, the founder. Although it is nationwide in the sense 
that its interests have ramifications throughout the country, it has 
branches only in Stockholm and its hinterland and in many ways . 
is more accurately described in English terms as a merchant bank. 

The Sveriges Kreditbank, which has over 60 branches, mostly 
in the south of Sweden, is an interesting example of a State com- 
mercial: bank. In 1945 a Banking Committee of the Risksdag was 
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established to consider the expediency of establishing one or more 
commercial banks controlled by the public authorities. In its report 
this Committee rejected many of the criticisms of the private banking 
system but considered that there were certain practical and psycho- 
logical reasons in favour of an appreciably expanded and more 
effective State participation in the commercial banking business. 
Of these the most important was to provide some means whereby 
the State would be able, if necessary, to counteract the « monopol- 
istic tendencies » of private banking as revealed by their agreement 
on rates. Thus the Sveriges Kreditbank was established in 1950 
by the amalgamation of the Jordbrukarbanken and Goteborgs 
Handelsbanken in which the State already had considerable interests. 
Although it was not intended that it should have any special 
privileges vis-a-vis the other private banks, it was understood that 
all State Departments and Institutions should transfer their banking 
business to the new bank. For example, the large balances of the 
State Tobacco, Wine and Grain Monopolies were withdrawn from 
the Svenska Handelsbanken and deposited with it. Also many 
trade unions and local authorities transferred their balances. 
Since its establishment it has grown rapidly and has displaced 
the Géteborgs Bank as the fourth largest commercial bank. Judged 
by ordinary commercial standards it has been very successful. (See 
Table II). But the wisdom of initiating such an experiment in 
these years of inflationary strain may be doubted. However this 
particular issue will be considered later. 
Taste II 
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| 1951 1953 col. 2 increase 1955 col. 3 increase 
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Svenska Handelsbanken . «| 35254 3,681 | + 427 | 13.2%) 4,278) + 597 16.3% 
| Skandinaviska Banken. . | 2,939| 4,546, + 610 | 20.8%) 3.944| + 398 11.2% 
Stockholms Enskilda Banken | 1,170 | 1,312| + 142 12.1%/ 1,705| + 393 30.3% 
Goteborgs Banken . . . «| 1,064/ 1,060/-- 4) — | 1,232) + 172 16.0% 
Sveriges Kreditbanken. . .| 793) 1,009 | + 216 | 26.4% | 1,360| + 351 34.6% 
Total . . . . «| 9,201 10,608 | +1397 | 15.2% 112,569 | +1911 18.0% | 


| 
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The eleven remaining « affarsbanken », of which eight are 
regional and three local, are much smaller institutions but are not 
without importance in their respective areas (1). The three largest, 
the Skanska Banken, the Wermlands Enskilda Bank and the Sunds- 
valls Enskilda Bank, which have assets of approximately 500 million 
kronor each, more than hold their own with their larger competitors 
in their own particular regions. They maintain offices in Stockholm 
and transact a certain amount of foreign business. In the scope of 
their operations and the character of their assets they have more 
in common with the many small savings banks than with the larger 
« affarsbanken » (2), for a big proportion of their funds is invested 
in mortgages. They have no counterpart in England but may be 
compared with the Swiss Cantonal banks. The Skanska Banken, 
which does business in the extreme south of Sweden, is exceptional 
in so far as it has developed an extensive business by financing 
small traders with commercial bills of exchange. 

Of the three local banks one is an unusual institution of 
particular interest. It is the Sparbankernas Bank which was esta- 
blished in 1942 (through an agreement between the major savings 
banks) to act as a central bank for the large number of savings 
banks. Its constitution was based on a similar institution in Finland. 
The savings banks are the sole shareholders and deposit their cash 
reserves there either on current account on which they receive 
interest at 114 per cent or on deposit account with interest at 
3 per cent. They are able to raise loans from this source whenever 
they are in need of funds. Thus the Sparbankernas Bank performs 
the very useful function of mobilising surplus funds from one 
region for the use of another. In an agricultural country in which 
the seasonal pattern of payments and receipts varies considerably 
— for example between the north with its reindeer and forest 
industries, and the south with its fat cattle and grain — this 
increases the flexibility of the credit system and evens out the flow 
of money between different sectors of the economy. The Spar- 
bankernas Bank also acts as a clearing-house for the Interbank 
Service whereby any depositor in a savings bank may deposit or 


(1) A proposal to establish a Trade Union Bank to administer trade union funds has 
recently been rejected by a committee of the Social Democratic Party and the Council of 
Trade Unions. 

(2) Henceforth the affarsbanken will be referred to as « commercial banks ». 
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withdraw money by presenting his passbook at any other Swedish 
savings bank. 

The commercial banks are subject to strong competition from 
the savings banks in attracting deposits from the public. Over a 
long period the proportion of deposits entrusted to the commercial 
banks has been declining. More recently the independent savings 
banks have been losing some ground to the Post Office Savings 
Bank. The savings banks have developed alongside the commercial 
banks and have played an important part in collecting the savings 
of the population. But the structure of the savings banking system 
is very different from that of the commercial banks. Essentially 
it is a unit banking system for there are over 450 separate institu- 
tions most of which are very small and serve only a limited 
geographical area. They differ also from the commercial banks 
in that they are non-profit making institutions, have no shareholders 
and are compelled by law to reserve one-third of the places on their 
governing bodies for the nominees of state and municipal bodies. 
They are not active in banking of the English type, for their 
business is concerned with collecting: small savings on the one side 
and lending mainly on mortgage on the other side of the balance 
sheet. Prior to the Savings Banks Act of 1956 their competition 
with the commercial banks was limited in so far as they were only 
allowed to accept sums of less than 50,000 kr. on deposit account. 
However the new Act has intensified this competition for not only 
are the savings banks now permitted to accept sums up to 100,000 kr. 
on deposit account but also are able to accept cheque accounts. 
There is no limit on the size of individual cheque accounts, but 
the aggregate cheque accounts of any individual savings bank may 
not exceed 15 per cent of that bank’s deposits on savings account. 
The savings banks have an advantage in attracting deposits because 
they offer a slightly higher rate than the commercial banks (4% 
per cent instead of 334 per cent). The total amount of money 
deposited with them is to-day slightly more than 10,000 million 
kronor and the number of accounts is 5,700,000. They pursue an 
active and dynamic policy in promoting thrift and are always ready 
to adapt their facilities for saving to meet the needs of different 
groups. As a result they have great prestige in their respective 
areas. 

Another institution which has grown very rapidly and competes 
strongly with the commercial and savings bank is the Post Office 
Savings Bank. As in Britain it has the great advantage of con- 
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venience for money may be withdrawn from or deposited at any 
of the 4,321 branches of the Swedish Post Office. Until recent 
years it offered the same rate of interest on deposits as the Savings 
Bank; but since April 19th, 1955, this has been slightly lower and at 
the moment is 334 per cent compared with 4% per cent.. 

Lastly, there are the Agricultural Credit Associations which, 
although quantitatively of minor importance, have greatly extended 
their activities in recent years so that they are now serious com- 
petitors of the commercial and savings banks in the specialised 
field of agricultural credit. Organised on a cooperative basis they 
accept deposits, both on current and deposit accounts, and supply 
credit to farmers through loans, overdrafts and the discounting 


of bills. 


The twin functions of purveying the supply of money and 
keeping the national accounts are not so extensively performed by 
the banking system as in the United Kingdom. This difference 
in banking practice is a reflection of the difference in the national 
habits of making day-to-day payments. In Sweden there is a much 
more extensive use of notes and coin than is usual in the United 
Kingdom. It is customary for factories, businesses and even banks 
to pay salaries and wages from the managing director downward 
in notes. Consequently they are used for all normal retail payments 
so that the average Swede is much more accustomed than his 
English counterpart to carrying considerable sums of money on 
his person. This widespread use of notes is reflected in a much 
higher ratio of notes to national income than in the United King- 
dom. Even with this difference in national habits, the banks 
would play a greater part in handling transactions were it not for 
the existence of a most efficient « Postgiro » system which is 
organised as a department of the Swedish Post Office and enables 
payments between different people to be made efficiently and 
quickly. Some idea of its relative importance in the Swedish 
monetary system may be gained when it is realised that at the 
end of 1955 it accounted for deposits of 2,113 million kronor as 
compared with the commercial banks’ 2,031 million kronor in 
cheque accounts (3). Almost all businesses, public authorities, 


(3) Total commercial bank deposits amounted to 12,455 million kronor. 
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hotels and many private individuals have accounts with the Post- 
giro (4). As a state institution its lending activities differ from 
those of an ardinary bank. 50° of its assets are invested in Govern- 
ment bonds and bills, 309, in loans to local authorities and the 
remainder in real estate. An idea of its relative importance as a 
means of payment may be judged to some extent by the result of 
an enquiry undertaken by the Swedish Banks’ Association during 
the week January 21st to January 27th, 1945. This showed that of 
the total amount of all payments made during the week 27 per 
cent were made in cash, 38 per cent through commercial bank 
accounts, 28 per cent through the accounts of the post giro and 
7 per cent by other means. The apparent importance of payments 
through the commercial banks is misleading in so far as it can be 
explained by the large average size of the sums paid in this way. 
The payments made through the post giro consist of a larger 
number of small amounts. If we compare the number of payments 
transacted through the different financial institutions, the result of 
the inquiry conclusively shows that payments through the post giro 
predominated. During the period they accounted for 1,248,708 of 
the payments made, compared with 202,368 through the commercial 
banks’ cheque accounts. The Swedish commercial bankers are very 
conscious of the postal cheque system’s importance in limiting their 
own scope and have belatedly responded to the challenge by the 
introduction of the bank customer’s transfer service whereby an 
account-holder may transfer funds free of charge from his current 
account to another customer’s account either in the same bank or 
another commercial bank. 

This widespread use of notes and postal cheques means that 
the average individual has recourse to the commercial banks solely 
for the purpose of depositing his savings. Only businesses, institu- 
tions and a few wealthy individuals keep current accounts with 
them. Consequently current accounts are much less important than 
deposit or savings accounts and comprise less than 20 per cent of 
the total. The deposit account is a generic term which embraces 
a surprising variety of species. Firstly, there is the short-term 
account from which withdrawals may be made after the necessary 
14 days’ notice. Secondly, there are three types of time depo- 
sit which earn different rates of interest according to the 


(4) For a fuller account see The Bankers’ Magazine, September 1956. 
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length of notice required before withdrawal which is 2 months, 
4 months and 6 months respectively. The accounts which are 
subject to 6 months notice cannot exceed 50,000 kr for each 
individual. Thirdly, there is the savings account. Deposits on 
savings account are restricted by law to a maximum of 15,000 kr 
but withdrawals are allowed on demand up to a maximum of 
2,000 kr per week. Their ownership is widely diffused throughout 
the population and, despite the right to withdraw at 7 days’ 
notice, the rate of turnover is very low. The banks expect them 
to be left untouched for long periods and used for non-recurring 
forms of expenditure such as the education of children and the 
needs of old age. Finally, there are the « premium savings » 
accounts which were introduced in Sweden in April 1955. These 
were sponsored by the Government as an anti-inflationary device. 
Every individual was allowed to deposit up to 1ooo kr in each of 
the years 1955 and 1956 and, provided that he leaves these amounts 
untouched up to the end of 1960, the Government will pay a 
non-recurrent premium of 20 per cent over and above the ordinary 


Taste III 
SOME DATA CONCERNING THE SWEDISH COMMERCIAL BANKS, END OF 1955 
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| Svenska Handelsbanken. . . . . 313 2,800 | 346) 3,540 4,217 

| Skandinaviska Banken . . . . 213 |2,400 | 319} 3,146 3,895 
Sveriges Kreditbank . . . . . . 61 550 | go | 1,311 1,683 | 
Stockholms Enskilda Bank . . . . 18 550 | 125) 1,116 1,347 | 
| Giesborys Bomk ww lt lt lt ls 103 goo | 100) 1,004 1,208 | 
Total 5 principal Banks. . .. 708 | 7,150 980 110,117 12,350 | 

10 Regional and local Banks (2). . 333 | 1,585 | 209) 2,361 2,791 

1 Bank of special character (3). . I 70 | 18 132 683 

All Commercial Banks . . . . . 1,047 | 8,905 | 1,207 12,610) 15,824 








(1) End of 1954 and « Number of Employees » approximately. 

(2) Including: Skanska Banken, Sundwalls Enskilda Bank, Wermlands Enskilda Bank, 
Ostergotlands Enskilda Bank, Uplands Enskilda Banks, Skoraborgs Enskilda Bank, Smalands 
Banks, Jamtlands Folkbank, Gotlands Bank (now — end of 1955 — merged with Svenska 
Handelsbanken and Sveriges Kreditbank), Bohusbanken. 

(3) The special bank is the Sparbankernas Bank. 
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interest rate, which at present is 334 per cent, for amounts 
deposited in 1955 and one of 15 per cent for amounts deposited 
in 1956. 

While we are considering the liabilities of the banks, it is 
interesting to note that the Swedish banks’ capital ratio (and 
especially the Stockholm Enskilda Bank’s) is relatively high at 
slightly more than 10 per cent. In addition they have substantial 
hidden capital reserves. These are concealed by a conservative 
valuation of assets which is greatly assisted by the Swedish tax 
laws. In the Swedish Bank Act there is a statutory provision that 
the larger banks must maintain a capital ratio of not less than 10 
per cent and the smaller banks a somewhat higher one. 


* * * 


In the employment of their funds Swedish banks differ 
greatly from their English counterparts. An outstanding feature is 
the very high proportion of loans and advances and the correspond- 
ingly low proportion of investments. At the end of 1956 loans 
and discounts accounted for 67 per cent of total assets, while the 
holdings of Government securities amounted to 19 per cent and 
cash to 6 per cent. Lending to customers through loans and 
advances takes four different forms — discounting of commercial 
bills, credits on current account, loans and documentary credits. 
An observer from the United Kingdom will note with interest 
that the use of commercial bills of exchange is still widespread 
although with the increasing integration of the economy it has 
diminished in recent years. At the end of 1955 the portfolio of bills 
was 25 per cent of the total assets in this category. The commercial 
bill of exchange is the customary way of financing the sale of 
goods from manufacturer to wholesaler and from wholesaler to 
retailer and is the predominant form of credit for the seasonal 
financing of agriculture and in the retail trade for motor cars. 
Credits on current account, which accounted for 23 per cent of 
total lending, are similar to overdrafts in the English system being 
authorisations for the customer to draw cheques up to a certain 
figure. Interest is charged on the actual credit used but in addition 
the customer is charged 1 per cent per annum on the total 
amount which was originally granted whether it has been used 
or not. Quantitatively the predominant from of lending is by loans 
or advances of the English type against note of hand which account 
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for 50 per cent of the total. For such loans security in some form 
is required. The most common types of collateral are mortgages on 
buildings and plant, bonds, shares, personal guarantees and, in 
certain cases, merchandise. Mortgages predominate as they account 
for 60 per cent of the total. Documentary credits, which as an 
international form of credit do not call for any further description, 
are of minor importance. 

At first glance it would appear that Swedish commercial 
bankers place as much emphasis on the short-term nature of 
their assets as do their English counterparts. In fact until the 
regulation of the new Bank Act of 1956 came into force they were 
legally required by their bye-laws to limit all accommodation to a 
period of six months or, alternatively, to grant it subject to the 
right to repayment at three months notice. But in actual practice 
there has frequently been a tacit understanding that these credits 
would be successively renewed and many have remained outstanding 
for long periods. Consequently they have been used by the 
borrowers for the extension of their fixed capital on a medium- 
term and long-term basis. Had it not been for this evasion of 
the spirit of the bye-laws, the consequences for the growth of 
the Swedish economy might have been serious. The Swedish 
man-in-the-street does not show much inclination for direct invest- 
ment in industry and prefers to entrust his savings to the various 
credit institutions. Thus Swedish industrial development might 
have been seriously hampered through lack of funds had it not 
been for the help of the commercial banks in extending the 
country’s fixed capital The new Bank Act has given legal 
recognition to this accepted practice of the successive renewal of 
loans, for it contains a provision whereby the banks are enabled 
to give long-term loans within certain limits. Fixed credits for a 
period of 10 years may be granted up to a maximum of 150,000 
kronor on each loans on condition that the total amount of such 
loans does not exceed 20 per cent of the bank’s capital and 
reserves. 

Contrary to English practice the-commercial banks play a major 
role in the market for real estate. Mention has already been made 
of the importance of loans on mortgage in their portfolios. They 
also finance the erection of new buildings by making « building 
credits» which are granted in the following way. After the 
bank has examined and approved the plans and estimates for the 
projected building, a contract is drawn up between the bank 
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and the builder whereby the bank grants a credit of from 60 to 
75 per cent of the total cost of the building. This credit is paid 
out in instalments while the building is being erected in such a 
way that the bank at no time pays out a greater proportion of the 
amount invested at the time of drawing the credit than it originally 
undertook to finance. As security, mortgages are taken out on 
the property and a commission of 1 per cent is payable by the 
owner of the property on the total amount of the credit granted 
as with an ordinary credit on current account. Swedish bankers 
have justified these credits in the past because they have maintained 
that in theory they were self-liquidating for on completion the 
asset could be shifted on to one of the other mortgage institutions. 
In practice building credits have increasingly tended to remain on 
their books as loans on mortgage, because during the long period 
of low and stable rates of interest property owners had little 
incentive to borrow on long term. Whatever the cause, the com- 
mercial banks are now second only to the savings banks as a 
source of funds for the mortgage market. Swedish bankers 
sowewhat self-consciously explain to’ students of English banking 
that this is not such a reprehensible departure from the canons of 
good banking because these mortgages are highly shiftable in a 
mortgage market which is so highly organised and sensitive. 
Official policy has increased the proportion of their funds which 
in one way or another are lent to the housing market. For on 
most occasions on which the banks have been requested to restrict 
their loans and advances building credits have been specifically 
exempted. For example from the end of July 1955 to the end of 
August 1956 bank credits for building purposes increased by 
about 300 million kronor or 25 per cent while credits for other 
purposes were reduced by 600 million kronor. 

So far we have implied that all loans and advances must be 
covered by suitable collateral but in actual fact certain exceptions 
are permitted. Blank credits may be granted to the State, to local 
authorities and to Swedish and foreign banks. Under the new 
Bank Act of 1956 they may now be granted to small enterprises 
for periods up to 10 years so long as individual credits do not 
exceed 75,000 kronor. 

Investments consist mainly of Government Treasury Bills and 
Bonds of comparatively short duration — usually less than five 
years. As the Swedish National Debt has not grown as rapidly 
in relation to the national income as in many other countries, the 
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proportion of Government paper in the banks’ portfolio is not 
as large as in many other countries. It is usual to regard Govern- 
ment securities as part of the banks’ liquid reserves — a tiresome 
necessity — but not desirable earning assets. Consequently the banks 
do not like to purchase long-term bonds. Even in 1945, when 
the proportion had reached 50 per cent of total assets, their holdings 
consisted mainly of Treasury Bills. 

The remainder of their assets are held in cash. At the end of 
1955 the amount of cash held by the commercial banks was 422 
million kronor or just over 4 per cent of total deposits. Though 
certain minimum requirements are laid down by law, the Swedish 
banks have never maintained any fixed or conventional cash ratio 
and in fact the relative size of cash holdings has varied greatly 
over the years. In the late 1920’s the cash ratio was as low as 
3-5 per cent, but in the late 1930’s was as high as 15 or 16 per cent. 
Since 1945 it has varied between 5 and g per cent. But even 
allowing for these variations it is relatively lower than the 
corresponding ratios for the U.S.A. and the United Kingdom. 
Some Swedish writers have given as a justification for this diffe- 
rence the higher proportion of time and savings deposits, but this 
is theoretically dubious. 

It has already been stressed that legal requirements have made 
it difficult for mixed banking of the continental type to develop 
in Sweden. Nevertheless an important part of the banks’ activities 
is concerned with the making of capital issues both of bonds and 
shares. There are no specialist « Issuing Houses » like the London 
merchant bankers and all public issues of capital are managed by 
the banks who act as intermediaries between the borrowers and 
the various financial institutions such as the insurance companies 
and the savings banks, which supply long-term funds. The banks 
also underwrite issues of bonds and handle shares on an agency 
basis. Although the banks are forbidden by an amendment to the 
Bank Act, which was passed in 1933, to own or acquire shares, 
they still have some in their portfolio. For this amendment 
contained a clause whereby the banks were allowed to take over 
shares offered as security whenever lenders defaulted, provided 
that they disposed of them at the first opportunity of selling without 
loss. After the Kruger crash they were compelled to take over a 
considerable number of shares some of which still remain on 
their books. An outstanding Swedish company, the Swedish 
Cellulose Corporation, which is the country’s largest producer of 
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pulp, was taken over by the banks during the thirties and was 
finally resold in 1950 through an issue to the public. The larger 
banks have formed subsidiary holding companies like Custos, A.B. 
Providentia and Industrivarden, to manage some of the firms 
which they have been forced to take over under this clause. In 
practice the relationship between industry and the banks is probably 
closer than the legal and institutional framework would imply 
because the directors of the large banks hold many directorships 
in industrial companies so that the opportunities for informal 
cooperation are great. 

The banks also provide many other services. They are authoris- 
ed dealers in foreign exchange, although they have no overseas 
branches. They act as stockbrokers and between them handle 
more than 95 per cent of all transactions on the stock exchange. 
They act as executors and trustees for personal estates. And in 
connection with these auxiliary functions the larger banks have 
well-developed intelligence departments which not only publish 
economic and financial reviews but also offer their customers 
excellent information services. The -charges for these services are 
influenced by the oligopolistic structure of the banking system. 
All the banks except the Sveriges Kreditbank and the Sparbankernas 
Bank are members of the Swedish Banks’ Association through 
which they negotiate agreements on charges. In the absence of 
price competition there is keen competition in the quality of 
service offered. 

The highly-organised and competitive nature of the Swedish 
credit market produces a structure of interest-rates the chief feature 
of which is the narrow margin between the borrowing and lending 
rates of the institutions. It varies between 14 and 1% per cent for 
the commercial banks and in the mortgage market the competition 
is so keen that the urban mortgage associations operate on a 
margin over costs of only 0.1 per cent. It is important to note 
that the lending rates of the commercial banks are differentiated 
according to the security pledged as collateral and at the moment 
vary between 4% per cent and 6% per cent. The most favourble 
rates are obtainable on the security of Government bonds and the 
least favourable on the security of mortgages on agricultural or 
house property. Differentials of approximately 1% per cent exist 
between the rates on new loans and on renewed loans and also 
between the rates on loans for periods of under and over three 
months. There is a further differential between the charges on 
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loans and overdrafts for, as was mentioned above, the latter are 
subject to a commission of 1 per cent which is levied on both the 
used and unused portions of the permitted sum. 

The commercial banks’ earnings are derived from two sources, 
the margin between their borrowing and lending rates and the 
payments for their subsidiary services. In the immediate post-war 
period the banks’ profits from their ordinary banking business were 
relatively low for two reasons. Firstly, the pursuit of a cheap money 
policy reduced the margin between deposit rates and lending rates. 
Secondly, inflation greatly increased their costs of administration. 
But their profits were not adversely affected because the contribu- 
tion of their subsidiary functions to earning capacity has been 
particularly great since the war. It has been estimated that the 
net income from these services has accounted for between ™% and 
‘/3 of their total profits. 


As has been indicated above, the Swedish banks are subject 
to close legal control. The first banking legislation was introduced 
as early as 1846 but legal restrictions have become much more 
extensive since the Act of 1933, although its provisions have been 
slightly modified in the new Bank Act of 1956. The regulations, 
as they now stand, prescribe certain minimum liquidity and capital 
ratios. The banks must have holdings of cash and « cash reserve 
assets » (5) which together must represent at least 25 per cent of 
their sight liabilities — cheque accounts and the unutilised portion 
of credits already granted. As was stated above, their capital 
ratio must not fall below 10 per cent of their total liabilities. Other 
regulations lay down the kind of assets which they may hold and 
amongst other things the banks are not ordinarily allowed to hold 
industrial shares (except in the circumstances mentioned above) or 
invest in real estate. Another clause charges the banks to grant 
loans only against specific security except that they may grant blank 
credits without formal security in sums not exceeding 75,000 kronor 
provided that altogether these credits do not exceed 10 per cent of 
the banks’ capital reserves. 

The purpose of most of the legislation since 1933 has been to 
protect the interests of depositors. That is also the chief motive 


(5) These are sight claims on other banks, Treasury bills and other government securities. 
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behind the activities of the Bank and Stock Exchange Inspectorate 
which is the Government department responsible for the control 
of the banking system. Its functions consist of ensuring that the 
banks comply with the provisions of the Bank Act and their 
bye-laws and of making periodic analyses of the banks’ advances 
and deposits. In the case of the latter the Inspectorate aims to 
protect the interests of the depositors by ensuring that the banks’ 
risks are adequately spread and that they are not too deeply com- 
mitted to any single firm or industry. Special attention is given to 
their credits to companies in which they have a direct or indirect 
interest. 

In addition they are subject to the control of the central 
bank — the Riksbank. It is a state-owned institution with capital 
and reserves amounting to 135 million kronor. The annual profits 
which was 29 million kronor in 1955, is included in the Govern- 
ment’s revenue. An unusual feature is that technically it is under 
the control of the Swedish Parliament and not the Government. 
All but one of the seven directors of the Bank are elected by the 
legislature: the odd man out, who also acts as Governor, is 
appointed by the Government. The Board of Governors elects 
from among its members the President of the Bank who may be 
and frequently is someone other than the Governor. The theory 
behind this formal Riksbank independence of the Government as 
established by the Constitution was presumably that it was necessary 
that central banking policy should be independent of the Govern- 
ment. But the long-term trend has been for the real influence on 
the policy of the Riksbank to be placed to an increasing degree in 
the hands of the Government, as cental banking policy has become 
more firmly integrated in general economic policy. Consequently 
the composition of the Riksbank management has been more and 
more influenced by political factors. It is symptomatic that when 
a new Governor had to be appointed in 1955 the candidate least 
acceptable to the parliamentary opposition was selected (6). 

The Riksbank has its head office in Stockholm and branch 
offices in 23 other important cities and towns. In addition to its 
central banking functions it also carries on a very limited amount 
of ordinary lending business. It makes loans to state-owned or 
semi-official corporations and distributes grants from special funds 


(6) Herr Per Asbrink. It should be recorded that since then his independent attitude 
in that office has frequently been praised by members of the banking community. 
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appropriated by the legislature for certain objects of a social 
character. 

The Bank has the monopoly of the note issue and its notes are 
full legal tender. Prior to 1931 the power to issue notes was 
limited solely by the size of the gold reserve. After the gold 
standard was suspended the size of the permitted note issue was 
geared to the size of the gold reserve although the minimum gold 
cover was reduced several times. Since 1948, however, the link with 
gold has been purely nominal and Parliament has passed annual 
resolutions granting the Riksbank exemption from the liability 
to redeem notes in gold but placing a legal ceiling on the note 
issue (7). Recently a special Government Commission made 
certain recommendations about future policy over the note issue. 
It came to the conclusion that the rule requiring notes to be 
redeemed in gold should be annulled. But it considered that the 
waiving of the liability to redeem notes in gold increased rather 
than decreased the Riksbank’s responsibility to maintain the value 
of the krona. The more to emphasise this it suggested that the 
law should be amended by the introduction of a clause to the 
effect that the responsibility of the Riksbank to maintain the value 
of money is a matter of paramount importance. As yet no action 
has been taken by the Government. 

Like other central banks, the Riksbank acts as banker to the 
commercial banks and to the Swedish Government. It acts as a 
lender of last resort by standing ready to rediscount first class 
commercial bills or more usually nowadays to grant accommodation 
loans against Government bonds pledged as collateral. It also 
uses the customary weapons of open-market operations, exchange 
rate policy and more recently variations in the liquidity ratios 
imposed upon the commercial banks. The official discount rate 
which until 1952 was 4 per cent above the rediscount rate is 
traditionally normative for the determination of lending and deposit 
rates. Since 1952, the authorities have reserved the right to fix 
the rediscount rate independently of the official discount rate 
according to the prevailing situation in the credit market. The 
apparent objective was to make banking policy more flexible but 
in practice the change has been of no importance because rediscount- 
ing has gradually fallen into disuse since the early 1930's. 


(7) At present 5,800 million kronor. 
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Asin many other countries the exceptional liquidity of the 
banking system has created special problems. In the immediate 
post-war period Swedish monetary policy was almost completely 
passive and the Riksbank played a minor role in the control of the 
economy. Its chief responsibility was to stabilise interest rates at a 
low rate in order to stabilise certain prices, especially rents, and 
thereby indirectly making it easier to stabilise wages. The first 
retreat from this policy occurred in 1950 when it ceased to support 
the price of bonds by open-market purchases and allowed the yield 
on long-term Government securities to rise above 3 per cent. 
At the same time both quantitative and qualitative credit control 
was introduced. Firstly, an enabling law for controlling the 
banks’ cash reserves, originally passed in 1937, was brought out 
of cold storage in order to impose the following compulsory 
reserve ratios. The « Big Five » banks were required to hold cash 
and cash reserve assets (Treasury bills, Government bonds and 
claims against other banks) of at least 10 per cent against their 
total liabilities exclusive of savings deposits. For the medium-sized 
banks (issued capital between 10 million kronor and 50 million 
kronor) the ratio was fixed at 8 per cent and for the smaller ones 
at 6 per cent. In addition not less than 4o per cent of these ratios 
was to be held as cash and of this at least 25 per cent was to be 
held on deposit at the Riksbank. Secondly, the banks agreed 
voluntarily to cooperate with the authorities in following certain 
recommendations about the distribution of credit. These were 
similar to the directives issued in the United Kingdom to the 
Capital Issues Committee. For example, essential production and 
exports were given a high priority while the finance of speculative 
activities was to be avoided at all costs. 

This policy was a failure mainly because the Riksbank shrank 
from an inevitable consequence of credit restriction — the rise in 
interest rates. At the end of December 1951 it re-entered the bond 
market as a purchaser and stabilised the long-term rate of interest 
at the new level although it had risen only '/s per cent. This 
monetisation of debt along with the inflow of gold and foreign 
exchange so increased the commercial banks liquidity that the 
restrictions became completely ineffective and there was a large 
expansion of credit. 

The authorities reacted by passing a new law empowering the 
Riksbank either to forbid an increase in interest rates or to fix 
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maximum interest rates on loans and minimum interest rates on 
bank deposits. At the same time the Riksbank opened negotiations 
with the commercial banks and other credit institutions in order 
to establish a more restrictive monetary policy on a « voluntary » 
basis without a general rise in the level of interest rates. These 
resulted in new «voluntary » agreements in 1952 whereby the 
commercial banks promised to fulfil definite conditions of liquidity 
within a given time. The former cash reserve requirements were 
abandoned and were replaced by new liquidity ratios which were 
defined as the quotient of the sum of cash, deposits at the Riksbank, 
outstanding claims on other banks, and short-term government 
securities on the one hand, and the sum of deposits (except those in 
savings accounts) on the other (8). These ratios, which are still 
observed, were graded according to the size and importance of the 
banks. The larger the bank, the higher its ratio. For almost all the 
banks these ratios were fixed at a higher level than their actual 
liquidity at the time of the agreements. It was understood that 
until the agreed ratios had been reached any increase in the funds 
deposited with the banks should be used to augment their liquidity 
and not to grant new advances. At the same time the original 
qualitative controls were retained and in addition the banks were 
asked not to reduce the proportion of housing credits in the total 
lendings. In the execution of this policy the Riksbank to some 
extent has stepped away from its function as a lender of last resort 
for, whenever one of the commercial banks has approached it for 
a loan against the security of Government bonds, the rate has 
been fixed on an ad hoc basis. Thus any bank, which in the 
opinion of the Riksbank has been unduly dilatory in achieving its 
agreed liquidity ratio, is liable to be charged a high discriminatory 
rate. 

This policy of « voluntary » credit restraint was reinforced 
in April 1955 when the official discount rate was raised from 
2¥, per cent to 334 per cent with accompanying increases in other 
short-term rates. At the same time further pressure was put on the 
banks to maintain their liquidity ratios. The Riksbank announced 
that unless the banks had raised their holdings of liquid assets to 
the required levels by August 1955 it would invoke the emergency 


(8) These ratios are calculated « net ». Any loans from the central bank are deducted. 
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law (9) empowering it to prescribe, whenever necessary, a liquidity 
ratio of up to 50%. 

Later in the year the policy of quantitative control was given 
a new twist when the Riksbank requested the banks to reduce their 
advances for any purposes other than housing finance by 1 per cent 
below the July 1955 level. This direct restriction of bank lending 
was intensified in April 1956 when the Governor of the Riksbank 
ordered the banks to curb their advances before the end of August 
1956 by 5 per cent below the level existing at the end of July, 1955. 
Finally on November 22nd, 1956, the Riksbank raised its Bank 
Rate to 4 per cent and at the same time the National Debt Office 
issued a new 434 per cent loan with 24 years to maturity in order 
to absorb excess liquidity in the money market. 

This description of the chronological sequence of events since 
1950, when the policy of the Riksbank ceased to be completely 
passive, should serve to show how varied have been the measures 
used by the authorities. Broadly speaking they have rejected the 
traditional weapons of central banking and have relied heavily on 
« moral suasion » to exert pressure on the banks’ liquidity in order 
to restrict the supply of money. Interest rates have only been raised 
in order to support quantitative control and not to introduce greater 
flexibility. Similarly open market operations have only been used 
when necessary to intensify the pressure on the banks’ liquidity 
and usually with such vigour that they have caused periods of 
stagnation in the capital market. 


An English observer surveying the Swedish banking system 
as a whole can hardly fail to be impressed by its efficiency. The 
commercial banks, although they act oligopolistically in relation to 
each other, are subject to fierce competition from other credit 
institutions such as the Savings Banks, the Post Office Savings Bank 
and the Postgiro. Nevertheless they have maintained their position 
by being flexible in their policies and adaptable to the changing 
financial environment within the limits which legal restrictions 


have placed upon them. 


(9) The enabling law about liquid reserves originally passed in 1937 and amended in 
1950 was further amended in 1954 when it was stipulated that the reserves should be 50% 
(and not 25% as in 1950). 
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The weaknesses of the system, as revealed in recent years, stem 
mainly from the policies and methods of the Government and 
the Riksbank. The authorities have conspicuously failed to create 
conditions in which the banks could confidently fulfil their normal 
banking functions subject to the general discretionary control of 
the central bank. They have chivied and threatened the banks by 
a variety of ad hoc measures which recurring inflationary pressure 
has made necessary, but have failed to devise adequate methods of 
general control to curb the system’s present inflationary bias. 

In the field of policy three points may be made. Firstly, the 
Bank and Stock Exchange Inspectorate is now largely an anachro- 
nism, for the emphasis of its operations is on the security of 
deposits. But the Swedish banking system is now sufficiently stable 
so that the danger of depositors suffering losses through imprudent 
policies is remote. Secondly, the timing of the establishment of the 
State commercial bank, the Sveriges Kreditbank, in 1950 could 
scarcely have been less opportune. While there are good grounds 
for making an oligopolistic system compete with a state-owned 
institution, it is unwise to begin the experiment during an inflation. 
For, if the existing banks are losing business to the new institution, 
they are more likely to lower their standards of credit worthiness 
than to raise them as an inflationary situation demands. Thirdly, 
the series of directives and requests to comply with certain arbitrary 
standards of liquidity and to reduce advances by given percentages 
may have helped to cope with each short period problem, but have 
hindered the development of central banking techniques suitable 
for long-period control. Liquidity ratios which were chosen for 
the purpose of a particular objective in 1952 have been adhered to 
ever since although in Sweden they are subject to extreme seasonal 
fluctuations beyond the banks’ control. Had this been the first 
step in the evolution of new methods of control through either 
primary or secondary liquidity ratios similar to those used elsewehere 
the whole policy could have been viewed in a more favourable 
light. As it is, there is still an urgent need for the authorities to 
reconsider the principles of banking policy and devise new methods 
of control so that it becomes a more flexible and effective instrument. 


G. CLayToNn 





Tariff and Non-Tariff 
Obstacles to United States Imports 


The exporter eager to sell in the United States market must 
overcome a series of obstacles which fall into two broad categories: 
tariffs, fees, and quotas on the one hand, and compliance with a 
host of administrative regulations on the other. The following 
article reviews briefly recent developments and future plans in the 
first field and analyzes major non-tariff obstacles which the exporter 
often considers more irksome than customs duties. The first section 
deals with the scope and problems of Tariff Simplification, now 
in progress. A second brief section discusses the revision of valua- 
tion standards by the U.S. Treasury. Sections 3 and 4 deal with 
major obstacles: administrative burdens and tariff changes, respec- 
tively. In the latter category recent developments, such as the 
« national security » argument and self-imposed export restrictions 
are discussed. A fifth, and concluding, section sketches the outlook 


for U.S. trade policy. 


1. Tariff Simplification 


Barring an unlikely speedup in the executive and legislative 
tempo of the governmental bodies concerned the stage is all set for 
the Tariff Act of 1930 — the basic American tariff law — to cele- 
brate its 30th birthday on June 18, 1960. Even now, however, it 
has the dubious distinction of being the most long-lived tariff since 
its first ancestor was enacted in 1789. 

In the frequent and varied attacks on American protectionism 
it is only rarely realized how heavy a burden of blame for adminis- 
trative delays and confusion must be put at the door of the anti- 
quated tariff. Only to the extent that they were used in specific 
trade agreement negotiations have industrial developments of the 
past three decades permeated the tariff, though not always with 
greater clarity as the result. 
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The innumerable gaps that thus exist in the basic tariff have 
had to be filled in by — sometimes confusing — analogies with 
existing descriptions and conflicting criteria. To illustrate, it need 
only be mentioned that the only synthetic fibers specifically provided 
for in the Tariff are rayon and other cellulose-based fibers, and 
that the Act predates the full development of the plastics industry 
and much of the modern electronic age. Consequently, the first 
importation of a new product has had to be classified, over the 
past 25 years, by various indirect methods, such as similitude in 
use or material to products described explicitly in the tariff, or some 
other characteristic which made it fall, with varying degrees of 
certainty into one or other existing category. This has not always 
been easy or consistent. With almost 300 ports of entry through 
which imports may be introduced and each customs officer obliged 
to classify the merchandise before him, it is little wonder that logic 
and consistency can often be established only with long delay, to 
the aggrievement of all concerned. 

Among the major hindrances to a frictionless procedure are 
overlapping tariff descriptions — permitting classification with 
seemingly equal logic under more than one tariff position —, 
imperfect terminology — leading to misapplication —, inadequacies 
of the schedules — leading to over-application of classification by 
similarity of use or material —, and the importation of new articles 
not hitherto imported and not provided for in the tariff schedules. 

One may doubt that inherently the American tariff is worse, 
in any of these respects, than those of other countries. What has 
often made it objectionable to the foreign exporter is its age and 
therefore the degree to which the above faults have come to 
encrust the tariff. In addition, the bargaining procedures to 
which the tariff has been subjected since its enactment have led 
to minute definitions of those articles which have been their 
subject while leaving as broad class descriptions those that have 
not been involved in bargaining. This in itself, however, is not 
a weakness, as long as the user of the schedules is aware of this 
situation and is equipped to deal with it. 

In other words, the tariff has increasingly become a document 
intelligible only to the most experts of experts. Much disappoint- 
ment and anger of foreign exporters and often also American 
importers stems from an incomplete understanding of the intricacies 
of this patched-up tariff, including the judicial decisions handed 
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down ‘by the U. S. Customs Court and the U. S. Court of 
Custom and Patent Appeals over the past 30 years. 

There is now under way a broad effort to remedy this situation 
to the extent that it can be done short of writing an entirely new 
Tariff Act. The Customs Simplification Act of 1954, passed by the 
83rd Congress in the fall of that year, contained an instruction 
to the U. S. Tariff Commission to make a comprehensive study 
of the customs laws of the United States under which imported 
articles may be classified for tariff purposes and to submit to the 
President and to the Congress a revision and consolidation of these 
laws which, in the judgment of the Commission, will to the extent 
practicable accomplish certain simplification purposes. The Tariff 
Commission was instructed to prepare an interim report by March 
15, 1955 and the final report within two years, i.e. by September 
1956. This deadline has, however, been extended and the final 
report is not due until March 1, 1958. 

It is understood that the Commission will have a tentative 
draft ready in the summer of 1957, and will hold public hearings 
on it before submitting a final version to the President and to 
Congress. 

The task on which the Commission is now working is a 
formidable one. In its own words it aims to (a) « establish 
schedules of tariff classifications which will be logical in arrange- 
ment and terminology and adapted to the changes which have 
occurred since 1930 in the character and importance of articles 
produced in and imported into the United States and in the 
markets in which they are sold; (b) eliminate anomalies and 
illogical results in the classification of articles; and (c) simplify 
the determination and application of tariff classifications ». 

In other words, when it has completed its work, the Tariff 
Commission will have rewritten the heart of the Tariff law, the 
descriptions of the articles, but without significantly altering the 
rates of duty now applicable to all and any article listed. What 
Congress will do with this proposal is as yet unclear. It may hold 
its own hearings, pass legislation, or leave the changes to be made 
by Presidential order. That, however, is a long time off, and 
it is this time schedule which makes one feel that the Tariff Act 
of 1930 has a better than even chance to live to see its 30th 
birthday. 

One of the great difficulties confronting the Tariff Commission 
is that the tariff laws are administered by another agency, i.e. the 
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Treasury’s Bureau of Customs. The Commission, therefore, does 
not systematically know the application of the tariff schedule to 
each particular import, unless such imports have become the 
subject of controversy and administrative or judicial decision by 
higher bodies than the customs official making the initial deter- 
mination. Therefore, in rewriting the schedules the Commission 
might write detailed descriptions for hitherto unlisted items under 
existing categories which are not the categories under which 
custom officials have in the past classified the item. This, in 
turn, might easily involve a substantial change in the rate of duty. 
Given this divided administrative responsibility in the field of 


tariffs and customs, the Commission is understandably proceeding 
with great caution. 


2. Value Definitions 


There is some apprehension that on another front a well- 
intentioned effort at simplification may actually result in the 
opposite, so much so that one high official directly concerned 
with it refers to the Customs Simplification Act of 1956 as the 
« Customs Obfuscation Act». The section involved is the one 
providing for a change-over in valuation of imports from the 
former « export or foreign value whichever higher » to export 
value pure and simple. The difference between the two is, of 
course, that the going value of an article in the export market may 
often be different from that in the home market. The legislators, 
fearing that often the export market value might be substantially 
below the domestic market value, wrote into the Act a safety 
clause which is now bedevilling the Customs Bureau: the old 
formula will continue to be used for all articles, whether actually 
imported or not, whose value in 1954 under the new formula 
would have been 5°% or more below the value at which they 
were (or would have been) appraised under the old method of 
« whichever higher ». 

Consequently, the Customs Bureau is now engaged in the 
formidable task of compiling a list of such articles. This list will 
be published, though no date has been set in view of the complica- 
tions attending its compilation. Within 60 days after publication 
interested parties may demand that additional articles be placed 
on the list. The protests will be investigated and if found justified 
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the articles will be added to the list which will then be published 
as a final list, and all articles on it will continue to be appraised 
at the « export or foreign value whichever higher », which will in 
any event remain the standard until 30 days after the final list has 
been published. 

With a good deal of justification customs and tariff experts 
fear that this list, which will undoubtedly be quite extensive, will 
introduce novel complications into the import picture, apart from 
the length of time it will take to assemble the list. As all articles 
not on the list will automatically be appraised under the new 
formula, disputes are bound to arise as to whether by analogy or 
similitude with named articles others not named should not also 
be treated under the old formula. In other words, the list in itself 
may easily raise a set of problems similar to those raised by the tariff 
schedule itself. Ths is going to be doubly confused by the fact 
that at the same time the Tariff schedule itself is the subject of 
basic revision. 


3. Non-Tariff Obstacles 


Apart from the difficulties created by the Tariff Act itself 
and its antiquated quilt-work of descriptions, imports, as is well 
known, may come under a variety of other regulations. The extent 
to which the Tariff Commission will deal with these supplementary 
import barriers remains to be seen. There is every reason to 
believe that it will try to incorporate into the tariff structure those 
that are actual payments, such as the excise taxes which, under 
the Internal Revenue Code, are levied on a variety of imports, such 
as sugar, coal, lumber, certain seeds, etc. It is equally likely that 
the Commission will not concern itself with non-tariff obstacles to 
foreign trade, such as regulations of the Food and Drug Administra- 
tion, the Department of Agriculture, the Department of State, and 
other agencies which, as a by-product of their general obligations, 
have supervision over certain classes of imported articles. These 
regulations are often more disturbing to importers than the tariff 
schedules, perhaps partly because they are considered a backdoor 
approach to the exclusion of foreign products that cannot be kept 
out through application of the tariff schedules. 

This view is understandable, but actually most of these regula- 
tions apply equally to domestic and imported products. The only 
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difference is that control of imported merchandise is better organized 
and more closely supervised. Thus it is not at all unlikely that 
non-conformance is more easily detected in the case of the imported 
article than in the one produced locally. 

It is a well-known fact, for instance, that the Food and Drug 
Administration does not have nearly enough inspectors to enforce 
its regulations. For the close to 100,000 domestic establishments 
subjects to its jurisdiction and inspection the Food and Drug 
Administration’s corps of inspectors numbers about 800. If all 
establishments were visited on the same scale of frequency, it is 
estimated that each would be inspected once every eight years. 
Statistics, though not of a very satisfactory kind for this comparison, 
broadly confirm this conclusion. In the year 1955 there were carried 
out a total of 24,151 import inspections under the Food and Drug 
Act. During the same year 19,469 samples were collected as a con- 
sequence of inspections in the domestic field. While one cannot 
directly compare an import inspection with one sample collected 
(the latter normally being connected with the inspection of an entire 
establishment), nonetheless these figures seem to indicate the heavy 
incidence of control upon imported foods, drugs, and cosmetics. 

Yet, when it comes to imports, the entire corps of customs 
inspectors actually functions as an arm of the Food and Drug 
Administration, with the result that those regulations, in their 
implementation, constitute a far heavier burden on imports than 
on domestic products. Furthermore, Federal regulations which are 
usually more stringent than State or municipal ordinances affect 
domestic products only when they are shipped outside the State 
in which they are manufactured; imported products, on the other 
hand, are always subject to Federal laws (besides which they may 
in addition be subject to local ones). It is not, therefore, a case of 
imports being subjected to more stringent rules than competing 
domestic products, but rather of imports being more likely to feel 
the impact of such regulations without fail and unremittingly. 

Of these non-tariff considerations those of the Food and Drug 
regulations are probably the best known. They are concerned with 
preventing adulterated and misbranded foods, drugs and cosmetics 
from being sold to the public. As mentioned above, they apply 
to all foods, etc. in intrastate commerce, whether of domestic or 
foreign origin. Nonetheless, to exporters to the U.S. the Act has 
long been a major irritant. The reasons are easy to come by. In 
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the first place, the Act, with its amendments and general enforce- 
ment regulations, by now runs into almost 70 pages, much of it in 
very fine print. A booklet, explaining to importers the Act and its 
principal features as they apply to different products, was published 
in 1947 but has been withdrawn as obsolete in several respects. A 
new booklet is in preparation, and so conscious is the Food and 
Drug Administration of the importer’s misconception that the Act 
applies to imports only, that the new booklet will be directed to 
domestic manufacturers and importers alike. 

In any event, the exporter must be familiar with a very lengthy 
legal document which is replete with exceptions and special cases. 
It also includes under the terms « adulteration » and « misbrand- 
ing » many practices which would not necessarily be so called in 
other countries. To give but two or three examples, any piece of 
confectionery containing alcohol to any extent whatsoever is an 
adulterated food; it is considered misbranded, for example, « if 
its container is so made, formed, or filled as to be misleading », 
or « if any word, statement or other information required by... this 
Act to appear on the label or labeling is not prominently placed 
thereon with such conspicuousness... and in such terms as to render 
it likely to be read and understood by the ordinary individual under 
customary conditions of purchase and use ». 

These plus a multitude of other provisions are at best irksome 
for the foreign producer and frequently perhaps hard to understand 
and observe. . In addition, standards differ from country to country 
as to what is considered unsanitary. U.S. criteria are generally 
considered exacting. In at least one instance they are unknown 
and unascertainable: the Food and Drug Administration will not 
admit imports that contain « filth », but is unwilling to set publicly 
any standard of tolerance, though for its own use it has principles 
that guide its inspectors. The sound argument is that any announce- 
ment as to tolerances for dirt would tend to make the upper limit 
the accepted standard. As for the foreign exporter, it leaves him 
with nothing but to do « the best he can » and learn by trial and 
error the limits of tolerance — an expensive way and one to which 
not exporting to the U.S. at all may be a preferable alternative. 

In comparing his fate to that of the American manufacturer, 
on the other hand, the foreign exporter is at least not subject to 
inspection of his establishment, but only to that of his product. 
The latter may meet U.S. standards while the former might not. 


| 
| 
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Due to the enormous volume of imports, it is not practical for 
all food and drug imports to be inspected. This is done, instead, on 
a sample basis. Roughly 10° of all shipments (where a shipment 
is defined as those goods called a « lot » on a customs declaration) 
are currently inspected, the remaining 90° passing free of inspec- 
tion. The items sampled change from time to time according to 
whatever indications are available as to potential imports of non- 
admissible items. Foods easily subject to spoilage or inclusion of 
insects, dirt, etc., such as fish, cheese, spices, are almost always 
extensively sampled. Others are added as conditions warrant. In 
1955, for instance, some 15,000 tons of peanuts, coming from areas 
not normally supplying the U.S. market, were detained because of 
insect infestation. Part were later admitted after cleansing. 

The sampling procedure and the shifting focus of the Food 
and Drug Administration’s attention explain why an exporter may 
not have any problem for months or even years and then have his 
goods stopped, though to the best of his knowledge they have not 
changed in character. The reason will not be the result of a mere 
caprice, but the workings of the sampling procedure or some shift 
in the inspector’s attention. 

While the possibility of at least temporary detention of his 
goods always faces the exporter, he can do much to minimize it, 
not only by intimate knowledge of the appropriate U.S. legislation 
and administrative practice, but also by « preventive » measures. 
The Food and Drug Adminstration will give its judgment on the 
composition and labeling of an item to be imported prior to ship- 
ment, and while such a judgment is not binding upon the inspector 
when actual shipments arrive, it is a fairly good bet that only in 
exceptional cases will importation be interfered with after preli- 
minary clearance. Another government agency involved in admission 
of imports goes even further and will examine actual samples prior 
to commercial shipments: that is the Meat Inspection Branch of the 
Department of Agriculture, which operates under strict but precise 
rules, applicable to imports on the same basis as to all meat 
produced domestically and traded in interstate commerce. 

Meat inspection is applied to every single shipment from abroad, 
but with varying degrees of severity. Oftentimes inspection will 
be only visual, by color, odor, etc. In other cases laboratory tests 
will be performed, and of course composition and labeling must 
conform with U.S. standards. A rigorous procedure is in force 
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for all canned meats. A sample of each shipment is incubated; if 
there is swelling of the can the shipment is not admitted. No 
fresh, frozen or chilled meat is admitted from any country in 
which there is hoof-and-mouth disease or rinderpest, and cured or 
cooked meat from such countries are admitted only under certain 
conditions and only for further processing in federally inspected 
domestic meat plants. Fully dried meat, on the other hand, is 
freely admitted from countries having the above diseases, provided 
it meets all standards of composition and labelling, comes from 
countries whose meat inspection service has been found to be the 
equivalent of that prevailing in the U.S. (Italy is one of these 
countries) and is accompanied by specified inspection certificates 
issued by the foreign country. 

Again, the foreign producer is not deliberately discriminated 
against, but to the extent that the prescribed procedures are unne- 
cessary or different in his country of origin or that his domestic 
product contains preserving or coloring items not admissable by 
U.S. standards he will undoubtedly have additional costs and 
annoyance in preparing his products for sale in the U.S. market. On 
the other hand, it must be understood that freedom from foot-and- 
mouth disease since the epidemic of 1929 has left American cattle 
with little if any residual immunity to the disease as recent 
experiments have clearly demonstrated. Therefore, meat inspection 
is most rigorous as a protection of the country’s herds as well as 
protection of the consuming public from unhealthful or adulterated 
food. The net result of this control is that currently about 1°/, of 
the total tonnage of inspected meat imports is refused entry. What 
quantities stay away because exporters are unwilling to overcome 
the hurdles consisting of the above regulations is of course impos- 
sible to estimate. 


4. Tariff Changes as Tools of Trade Policy 


Lastly we come to the aspect of American protectionism that 
receives a great deal of intermittent unfavorable publicity when 
occasion arises, but has on the whole had the misfortune of being 
judged sporadically rather than continuously and consistently. I 
am referring to the increase in duties and imposition of quotas in 
order to limit or exclude the importation of a given commodity or 
class of commodities. 
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Let us begin by looking at the picture statistically. There 
exist today three principal mechanisms by which protectionist 
measures may be established: the so-called « escape clause », the 
« national security » clause, and Section 22 of the Agricultural 
Adjustment Act. 


(1) The « escape clause » 


Making its first appearance in the bilateral trade agreement 
between the United States and Mexico in 1943, the escape clause 
found its most universal application in the General Agreement on 
Tariffs and Trade (GATT), before an act of Congress in 1951 
made it mandatory for the escape clause to be included in all future 
trade agreements and as soon as practicable in all agreements then 
in force. 

What the escape clause provides is that either party to a trade 
agreement may modify or withdraw any concession made in the 
agreement if the article on which the concession was made enters 
in such increased quantities as to cause or threaten serious injury 
to the domestic industry producing like or directly competitive 
articles. 

Since 1951 even the procedure to be followed in escape clause 
matters has been rigidly laid down. The Tariff Commission is 
obligated to make investigations upon request by the President, 
Congress, an interested party, or may do so on its own, and report 
within 9 months of the date of the application to the President. 
Normally, public hearings are held within that period. If the 
Commission finds evidence of actual or threatened injury it must 
recommend to the President a remedy, in the form of modification 
or withdrawal of the concession, or import quotas. At the same 
time as these recommendations are made, they must be made public. 
All escape-clause actions taken by the President must be reviewed 
by the Commission two years after the original action, and each 
year thereafter. 

While the escape clause opens the field wide to the increase 
in individual rates of duty and imposition of import quotas, the 
history of the clause shows that its application is a rare exception 
rather than the rule. The Tariff Commission has been reluctant 
to find actual or threatened injury, and the President has been 
reluctant to go along with the Commission in numerous cases in 
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which action had been recommended by it. There follows a 
statistical summary of escape clause history, as of the end of 1956: 


Number of applications since 1943. - - - - + + + FB 
Dismissed by Tariff Commission at request of applicant . . 5 
Terminated by Tariff Commission without formal findings . 3 
Dismissed by Tariff Commission after preliminary inquiry . 14 
Decided against applicant. . . . . . . -. « « 26 

Total dismissed or denied. . . 48 
Decided in favor of action . . . . . . . ss. WY 
Commission evenly divided . . . . . . «© ss 5 
Pending before Commission . . . . . . . se + § 


As the tabulation shows, the Commission favored the granting 
of relief in only 17 out of 75 cases, or just over 20%. Its six 
members divided 3:3 in an additional 5 cases. It dismissed, on 
one ground or other, almost 2 out of 3 cases brought before it. 
In the 22 cases on which the Commission voted for action or split 
evenly, and which therefore had to be taken to the White House 
for a decision, the President followed the Commission’s recom- 
mendation in only 7 instances, rejected their recommendation in 14 
(in 6 of which the Commissioners had voted unanimously in favor 
of action), with the remaining case pending at this time. 

As a net result, therefore, less than 1 out of 10 cases brought 
before the Commission for escape clause action have up to now 
actually resulted in positive action. The reason for rejection on 
the part of the Commission has usually been a finding that the 
deterioration in the domestic applicant’s economic position was 
not a result of increasing imports but rather of deeper-going causes 
to be sought at home. The Presidential reluctance to follow the 
Tariff Commission’s recommendation, on the other hand, has 
usually been motivated not by any disagreement with the economic 
findings of the Commission, but rather by broad foreign trade and 
policy considerations transcending those properly investigated by 
the Tariff Commission. What makes the record all the more 
remarkable is the fact that in half the cases in which the President 
declined to invoke the escape clause he did so in the face of a 
unanimous vote to the contrary on the part of the Tariff Commis- 
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sion. Let us look into the reasoning given in the most recent 
instances. 

On December 10, 1956, the President decided against a tariff 
increase for groundfish fillets, against the unanimous advice of the 
Commission. « It is the President’s responsibility... to consider not 
only the question of injury and measures recommended for its 
relief, but also all other pertinent factors bearing on the security 
and well-being of the nation», the White House announcement 
said, and went on to state the President’s reluctance « ... to impose a 
barrier to our trade with friendly nations unless such action is 
essential and clearly promising of positive, productive results to the 
benefit of the domestic industry in question. My reluctance... is 
heightened in this case because the other nations concerned are 
not only our close friends, but their economic strength is of strategic 
importance to us in the continuing struggle against the menace of 
world communism ». He was alluding to Canada, Iceland and 
Norway. He then proceeded to express his doubt that the domestic 
industry’s troubles were in fact due to rising imports and warned 
that the imposition of further trade restrictions might in fact 
discourage needed improvements in the industry. 

A month earlier, the President refused to accept the — again — 
unanimous recommendation of the Tariff Commission to increase 
tariffs on lighter flints (technically known as ferrocerium). This 
time he cited no overriding national policy considerations, but 
simply stated his lack of convinction that the domestic industry’s 
troubles were in fact substantially due to imports, as the Com- 
mission had determined. In other words, the President disagreed 
with the technical findings of the Commission within the narrower 
sphere of the Commission’s activity. 

Siding with the negative vote of half the Commissioners in 
December 1954 and declining to put quota restrictions on wood 
screws of iron or steel the President enunciated an important 
principle in saying that « ... the escape clause was not intended to 
relieve the steady pressure of internal competition toward better 
production methods and lower costs». A similar formulation was 
used by the President in refusing to raise tariffs on imported hand- 
blown glassware: « It would appear that the difficulty confronting 
this industry is not the duty concession but a rapidly shrinking 
consumer market. In that situation no amount of change in duty 
can avoid the necessity of domestic producers... finding means of 
preparing themselves to meet the changes in industrial techniques 
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and ‘consumer preferences that are inescapable in a dynamic eco- 
nomy such as ours. ... Added tariff protection... might offer some 
short-term relief. That relief would, however, cloud the issues as 
to the industry’s long-run needs. By postponing the needed changes, 
it would tend also to discourage product and market research ». 

Also in December 1954 the President rejected a unanimous 
Commission recommendation to raise the duty on screen-printed 
silk scarves. In addition to questioning the findings of the Com- 
mission the President noted that the action would be directed 
primarily against Japan and that restrictive practices against Japanese 
trade were against the interest of the U.S. at that time. 

These examples give a fair view of the scope of Presidential 
action and the difficulty of obtaining escape clause relief. Since 
the birth of the escape clause only the following seven commodities 
have been able to secure Presidential action: 


Women’s fur felt hats and hat bodies; 
Hatters’ fur; 

Dried figs; 

Alsike clover seed; 

Watches, movements and parts; 
Bicycles; 

Toweling, of flax, hemp or ramie. 


Of these, the watch and bicycle decisions raised a good deal of 
discussion, but seen as part of the total escape clause picture they 
do not seem such prominent examples of American protectionism 
as they might in isolation. 


(2) « Section 22»: interference with farm programs 


More successful in defending its domestic market have been 
the farm interests. Fees and especially quotas have been widely 
used since 1939 to exclude or reduce imports. The means to this 
end has been the well-known Sec. 22 of the Agricultural Adjustment 
Act which, broadly speaking, authorizes the President, at the request 
of his Secretary of Agriculture, to ask the Tariff Commission for 
an immediate investigation if actual or potential imports of farm 
products are interfering with any of the programs conducted by 
the U.S. Department of Agriculture. Such investigations have 
precedence over all others. If the item involved is perishable so 
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that an emergency situation may be said to exist, the President 
may act independently, while the Tariff Commission pursues its 
investigation. Imports may be limited by the imposition of fees 
or quotas, and no trade agreements may in any way interfere with 
decisions under Sec. 22. 

In the past, cotton, wheat, oats, rye, barley, wool, tree nuts, 
dairy products, peanuts, and flaxseed (and the oil derived from 
them) have been supported by import restrictions imposed under 
Section 22. Of these, quantitative quotas are presently in effect 
on certain types of cotton, most wheat, rye, dairy products, peanuts, 
flaxseed (and their oils). The last three are also subject to special 
fees. Restrictions on tree nuts, oats, and barley have expired, and 
those on peanuts greatly relaxed, but all are subject to continuous 
investigation. 

As the United States is traditionally a grain and cotton exporter, 
the relative import restrictions are without much significance. Those 
applied to tree nuts and even more so to dairy products, on the 
other hand, have been subject to continuous criticism, both here 
and abroad. Since tree nuts have been without restrictions since 
October 1, 1955, and peanut import restrictions much relaxed, it 
is at present principally the restrictions on dairy products which 
constitute a bone of contention. 

A little-known episode connected with dairy product restric- 
tions and illustrating the careful scrutiny which is given to import 
restrictions is worth recounting here. Early in 1955 the Depart- 
ment of Agriculture requested the President to instruct the Tariff 
Commission to call a hearing for the purpose of stopping an 
apparent evasion of the import quotas. The dairy quotas contain, 
among others, one for « Italian-type cheese, made from cow’s milk, 
in original loaves ». The Department of Agriculture had come to 
know that some ingenious traders were carrying on a brisk trade 
of this type of cheese imports which American customs officers 
could not apply against the annual quota of 9,200,100 lbs. for two 
simple reasons: (a) some of the cheese did not come in original 
loaves but in half, quarter, or even smaller loaves; (b) some of the 
cheese had a small admixture of sheep’s milk, and was therefore 
not « made from cow’s milk ». While there could be little doubt 
in anyone’s mind that these novel types of imports were designed 
to evade the quota restrictions, a majority of 3 out of 5 participating 
Tariff Commissioners ruled that the original Proclamation which 
had established the quotas could not be amended to include these 
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types -without a full-scale new investigation. In this opinion the 
Commission was upheld by the Attorney General to whom the 
President turned for legal advice. Consequently, the President 
rejected the application of the Department of Agriculture, and to 
this day these imports have not been limited by any quota restric- 
tions, as no one has requested a full-scale investigation. This episode 
is mentioned here not so much in order to exemplify the ingenuity 
of some members of the foreign trade community, but rather to 
show the rather scrupulous and careful approach to tariff problems 
on the part of the Executive branch. 

There are before the Tariff Commission at the present time 
applications to impose restrictions in imports of dates, and of butter 
oil and butter substitutes containing 45°/, or more butterfat. Neither 
of the two has ever before been the subject of a Sec. 22 investigation 
and it is therefore difficult to predict the outcome (1). 


(3) National Security. 


In 1955, Congress gave aggrieved domestic producers yet 
another route for requesting protection. In the Trade Agreements 
Extension Act of 1955, Congress made it a duty of the Director 
of Defense Mobilization to advise the President if he has reason to 
believe that any article is being imported in such quantities as to 
threaten to impair the national security. 

At the time the Act was passed by Congress it was feared that 
this provision would open wide the doors to a general rush for tariff 
protection. Actually, in the 18 months passed since then only four 
applications have ever been scheduled for hearings. Of these, one 
— fluorspar — has been cancelled at the request of the domestic 
producers. A second one — petroleum — became pointless when 
blockage of the Suez Canal restricted oil imports anyway; it is now 
being reconsidered. Of the remaining two — cordage and jeweled 
watches, pin-lever watches and clocks — the Office of Defense 
Mobilization has thrown out the claim of the domestic cordage 
producers that imports threaten national security, while it has not 
yet completed its investigation in the watch case. As watches are 
already protected by escape clause action, it is not very likely that 


(1) On February 5, 1957, the Tariff Commission recommended against import restric- 
tions on dates. 
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additional action will be taken under the controversial « national 
security » provision. 

The negative decision on cordage is reassuring as a first indica- 
tion that Administration circles will not use the national security 
argument lightly. Had the outcome been favorable to the appli- 
cants, the Government would have been flooded with requests for 
tariff increases or quotas, based upon the « national security » angle. 

One related development deserves mention because of its 
potential impact upon foreign producers. The manufacturers of 
hydraulic turbines had asked the Office of Defense Mobilization 
to ban the use of imported turbines in all projects in which the 
Federal Government is the purchaser. Such ban is possible under 
powers given to the Office of Defense Mobilization to extend the 
provision of the « Buy American Act ». Under the « Buy American 
Act» the recent practice has been to disregard foreign bids when 
they are less than 6°4 below domestic bids (or less than 12% if 
the domestic bidder is in a distressed area). The action requested 
by the hydraulic turbine makers was to disregard cost differences 
entirely and simply set up a rule under which foreign bids would 
be excluded. The decision of the Office of Defense Mobilization 
has been to reject the application as such. By recommending, at 
the same time, that each case be decided on its merits it has, 
however, set up the mechanism for accomplishing the end of the 
rejected application. In fact, immediately following the announce- 
ment, two Government contracts for which an Austrian turbine 
firm had submitted the lowest bid by far, were awarded to an 
American manufacturer. One would have wished for a more clear- 
cut decision on such a far-reaching matter. 


(4) « Voluntary » Restrictions 


To some extent the relatively minor extent to which tariffs 
and quotas have been used is deceptive, and may increasingly 
become so. The reason is the newly developed resort to seeking 
voluntary export restrictions on the part of the exporters. This 
system was first tried on agricultural commodities. In the case of 
oats, Canada, faced by certain U.S. import restrictions, announced 
late in 1953 that for one year it would limit its exports to the U.S. 
to exactly the quota that had be:n recommended by the Tariff 
Commission, and consequently no quota was imposed by the U.S. 
A year later a similar development took place in the case of tung 
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nuts and oil, when Argentina and Paraguay voluntarily limited 
their exports to the U.S. The latest and most significant instance is 
the voluntary limitation of Japanese cotton textile exports to the U.S., 
announced in mid-January 1957. In all cases, the term « voluntary » 
is somewhat of a misnomer. What is really developing are bilateral 
agreements, in which the foreign exporter agrees to an export 
quota, and the U.S. in turn agrees not to impose import quotas. 
It is a development which many look at with grave concern, as 
it will tend to keep the official record clean while restricting 
foreign trade as effectively (2). For instance, the voluntary restriction 
assumed by Japan has already enabled the President to reject 
increased duties or quotas under pending escape-clause proceedings 
for velveteens, and similar action is likely on gingham cloth (3), but 
such action will have only nominal meaning as the principal target 
has been eliminated through the self-imposed restrictions put into 
force by Japan. 


5. Conclusion 


In reviewing legislation and administrative practice in the 
field of foreign trade one is struck by the coexistence of various 
trends, often in seeming contradiction: legislation that has made 
increasing provision for raising tariffs and imposing other burdens 
on imports, on the one hand; the continuous lowering of tariff rates 
under GATT and an almost overwhelming reluctance on the part 
of the executive branch of the Government to succumb to the 
pressure of aggrieved domestic producers and apply the measures 
of protectionism forged by Congress; and, finally, an effort by both 
legislature and administration to modernize and simplify both the 
tariff and customs structure and administration. There is substantial 
hope that out of these often divergent trends will eventually emerge 
a simpler, up-to-date customs system, with a good many of the 
provisions of small substance but large nuisance value removed. 
This hope must, unfortunately, be matched by an equal measure 
of fear that, despite all intentions to the contrary, in the transition 


(2) Others, notably Congressmen, have condemned this method as an encroachment of 
the executive on the legislative branch of government. 

(3) On January 29, 1957, the Tariff Commission dismissed the case, at the request of 
the applicant. 


aS So ee, 


| 
’ 















| 
) 


Tariff and Non-Tariff Obstacles to United States Imports 97 


period things may not only not improve but get worse. There is 
little fear, however, barring unforeseen reversals in the general 
economic climate of the United States, that there will be a general 
retreat from reserving such special measures as the escape clause 
only for rare instances, a policy that is by now grounded in eight 
years of operation under both Democratic and Republican Admin- 
istrations. 

On the other hand, there is justified concern that the method 
of prevailing upon foreign producers to impose upon themselves 
restriction of exports to the United States might find increasing 
favor, largely because it would preserve the outward appearance 
of a liberal trade policy but accomplish the objectives of protec- 
tionism with equal, and perhaps even better, success. Such a 
development would have to be put down as a definite withdrawal 
from a liberal trade policy. 

As has been true all along, Congress is far more exposed to 
and affected by pressures from actually or potentially injured parties 
than is the executive. Therefore, legislation has on the whole been 
more restrictive than administration. Unfortunately, this set of 
conditions leaves unrelieved one permanent obstacle to increased 
imports: the foreign exporter’s fear that if successful he may become 
grist for the ever-ready mill of protectionism, and his lack of 
confidence that he will not be the statistical one out of ten who 
gets caught in it and in the many administrative provisions which 
may at any time interfere with his product. 


Hans H. LanpsBerc 











The Italian Government Economic 
Survey for 1956 


NationaL INCOME 


According to provisional estimates 
which the Italian Government pub- 
lished on March 22, 1957, in its Eco- 
nomic Survey (1) gross national inco- 
me at market prices amounted to 
13,878 billion (2) lire in 1956; the year’s 
increase was 7.2 per cent in monetary 
terms and about 4 per cent in real 
terms (see Table 1). Thus 1956 was 
again a year of substantial growth, in 
spite of the severe spring frosts and the 
Middle East crisis at the close of the 
year. 

Allowing 1,210 billion lire for de- 
preciation, net national income at mar- 
ket prices comes to 12,668 billion lire 
(11,826 billion in 1955). A further de- 
duction of 27 billion lire for net in- 
come from abroad leaves net domestic 
product at market prices at 12,641 bil- 
lion lire, against 11,809 billion in 1955. 
Net of indirect taxes in the amount 
of 1,851 billion lire (1,656 billion in 
1955), net domestic product at factor 
cost is estimated at 10,790 billion lire. 
This is 6.3 per cent higher than the 
1955 figure of 10,153 billion lire. 


(1) Relazione generale sulla situazione 
economica del Paese (1956). 

(2) Throughout this note, the term billion 
will be used for 1,000 million. 


Finally, deduction of the net product 
of the government sector shows 9,458 
billion lire as the net product of the 
private sector. The corresponding 
figure for 1955 was 8,922 billion lire; 
the year’s increase is 6 per cent in 
monetary terms and 3.33 per cent in 
real terms. 


NET PRODUCT OF THE PRIVATE 
SECTOR BY BRANCHES 
Billion lire 








| ! 
1955 | 1956 | 





‘olin : ae 
Agriculture . 2,604 | 2,571 
a a 4,426 | 4,699 | 
Transport and commu- | 

mications . . . . . | 673 761 | 
Trade. . . . . «. « | 1,034] 1,139] 
Banking and insurance. | 371| 414) 
Service trades . . . . 627 705 | 
EE | 

Total. . . | 9,735 10,289 | 


Less: Errors and omis- 
WM «st ee 813 831 | 








Net product of the 
private sector . . | 8,922] 9,458 | 





The increase in the net product of 
the private sector is entirely attribut- 
able to industry and tertiary activities. 
While the net product of agriculture 
fell by 1.3 per cent, that of industry 
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rose by about 6 per cent; transport 
and communications registered an in- 
crease of 13 per cent, trade 10 per 
cent, banking and insurance about 12 
per cent, and service trades also about 
12 per cent. 

The uninterrupted growth of the 
net domestic product at market prices 
(total and per caput) in the post-war 
period is shown by the following 
table : 


NET DEMESTIC PRODUCT AT MARKET 
PRICES: 1938, 1950-56 








| 


Aggregate 








| a (Billion | Per caput 
current (lire) 

| lire) 

| aie = as “| " | 

| 1938 136 3,122 
1950 7,683 164,864 
1951 8,822 | 187,974 | 
1952 91274 196,429 
1953 10,106 213,021 | 
1954 10,778 (a) 226,118 
1955 | 11,809(a) | 245,467 | 
1956 12,641 (b) 261,417 | 





(a) Revised figure. 
(b) Provisional figure. 
Source: Annuario Statistico Italiano 1956. 


In the six years since 1950, net do- 
mestic product at market prices in- 
creased by 64.5 per cent in the aggre- 
gate and by 59 per cent per caput. 
The corresponding figures at 1950 pri- 
ces (3) are 50 per cent and 44.3 per 
cent. Compared with 1938, the real 
increase is 72 per cent for national 
income and 56 per cent for per caput 
income. 





(3) Current prices corrected by the whole- 
sale price index. 


For the first time, the Economic 
Survey gives some indications of the 
factor distribution of the national in- 
come and also provides more detailed 
estimates of consumption and invest- 
ment. 


(a) Income from employment, that 
is the sum of wages and salaries, rose 
between 1950 and 1956 from 3.3 bil- 
lion lire to 5.9 billion, and its pro- 
portion of national income at factor 
cost from some 50 per cent to 54 per 
cent; 


(b) The increase in consumption in 
real terms (corrected for price changes) 
was 4 per cent in 1956. This is slightly 
less than the 1955 increase, but while 
national income (in real terms) had 
risen by more than 7 per cent in 1955, 
it rose by only 4 per cent in 1956. 
Thus the country maintained its rate 
of consumption growth at the expense 
of its rate of investment which, though 
still high, took up a slightly smaller 
proportion of gross national income 
(22.5 per cent in 1956 and 22.7 per cent 
in 1955; see Table 2). If this trend 
should become permanent or more 
accentuated, it might become a handi- 
cap for the existing programmes of 
rapid economic development and ab- 
sorption of unemployment. 


AGRICULTURAL PRopUCTION 


In 1956 Italian agriculture gave 
striking proof of its resilience in the 
face of adverse weather conditions. 
Overall output was only 3 per cent 
below that of the exceptionally favour- 
able preceding year. These results can 
be attributed in part to technical im- 
provements and in part to the grow- 
ing diversification of crop patterns. 
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whereby the deficiencies of one prod- 
uct can be made good by others. In 
particular, last year’s bad harvests 
were compensated by an increase in 
livestock products. 

The detailed figures for separate 
crops are given in Table 3. 

Notwithstanding the unfavourable 
results of 1956, the net product of 
agriculture still accounted for more 
than one quarter of the net product 
of the private sector. At the same 
time, 40 per cent of the population is 
engaged in agriculture. This situation 
continues to call for every possible 
public and private effort along two 
lines: first, technical improvement and 
changes in farming methods, and sec- 
ondly the development of non-agri- 
cultural activities in order to absorb 
the underemployed and very low-in- 
come agricultural workers. 


INDUSTRIAL PRoDUCTION 


The index of industrial production 
(Table 4) rose considerably during the 
year under review, though the rate of 
increase fell slightly short of that of 
the preceding three years. The average 
overall rise in 1956 was 7.6 per cent, 
compared with 8.8 per cent between 
1954 and 1955. 

The slight fall in the rate of in- 
crease is due to some slackness in a 
few industries during the cold wave 
in the spring, to world market con- 
ditions for certain products, and to 
petrol supply difficulties late in the 
year. 

However, production in the various 
different sectors of industry was less 
uneven in 1956 than it had been 


in 1955. 


In the field of extractive industry, 
great progress was made in the out- 
put of liquid and gas fuels, which 
together covered about 13 per cent of 
domestic requirements. In particular, 
the output of methane gas reached 
4-5 billion cubic metres in 1956, com- 
pared with 3.6 billion cubic metres 
in 1955 (see Table 6). 

The average increase in the field of 
manufacturing industry was 6.8 per 
cent. More-than-average increases were 
registered by basic metals (9.4 per 
cent), chemicals (9.5 per cent), paper 
(11.8 per cent) and engineering (9.3 
per cent). More modest increases took 
place in textiles (6.7 per cent), food 
processing (5.5 per cent) and building 
materials (5.7 per cent). Only two 
industries fell short of the preceding 
year’s production: rubber (—10 per 
cent) and timber (—2.3 per cent). 

The production of electric power 
rose by 7.2 per cent during 1956 and 
reached 39.8 billion kWh. 

The more homogeneous character of 
industrial development during 1956 as 
compared with 1955 is shown also by 
a comparison of the types of goods 
produced. In 1955, marked progress 
in the output of means of production 
and capital goods was accompanied 
by more or less stationary conditions 
in the field of consumption goods; 
in 1956 the two groups developed in 
step. 


ForEIGN TRADE 


The f.o.b. value of exports in 1956 
was 1,347.3 billion lire, the c.i.f. value 
of imports 1,980.7 billion lire. Exports 
rose by 16.2 per cent over the 1955 
figure of 1,160 billion lire, and im- 
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ports by 16.9 per cent over the 1955 
imports of 1,695 billion lire (see Ta- 
ble 12 for dollar values). 

The overall value of foreign trade 
thus reached 3,329 billion lire, com- 
pared with 2,855 billion in 1955. The 
ratio of foreign trade to net domestic 
product at market prices increased 
from 24 per cent in 1955 to 26 per 
cent. The per caput value of foreign 
trade rose from L. 59,347 to L. 68,871 
and so exceeded the 100 dollar mark 
for the first time. 

The increase in the absolute value 
of imports having been relatively 
much greater, the foreign trade bal- 
ance suffered a further deterioration 
of 18.3 per cent. The deficit of 633 
billion lire compares with 535 billion 
in 1955 and 500 billion in 1954. The 
deterioration is in part due to higher 
freights and to a slight adverse mo- 
vement in the terms of trade. 

More than three quarters of the total 
increment in exports were furnished 
by engineering products (+24.8 per 
cent), foodstuffs (+ 17.6 per cent) and 
minerals and basic metals (+ 61.9 per 
cent). For the first time engineering 
products had the greatest single share 
in exports (317 billion lire or 23.5 per 
cent of the total) and displaced food- 
stuffs (308 billion or 22.8 per cent of 
the total) from the head of the list. 

Imports of all categories of goods 
were higher in 1956 than they had 
been in 1955. The increase of 21.6 
per cent in food and agricultural prod- 
ucts was mainly taken up by edible 
oils to make good the shortfall of the 
domestic olive crop and by maize for 
animal fodder. An even greater in- 
crease (27.5 per cent) took place in 
the basic metals industry’s imports of 
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metallic ores, metals and scrap. En- 
gineering products registered a smaller 
increase. Recovery in the Italian tex- 
tile industry led to an 11.8 per cent 
increase in the imports of textile raw 
materials. The « miscellaneous» group 
of imports showed the considerable 
increase of 16 per cent; major shares 
of this were taken up by chemical 
products, cellulose and timber. 


COMPOSITION OF IMPORTS 
AND EXPORTS 1956 











Imports| Exports 























te | % 

Foodstuffs . .. . .| 16.7 | 22.8 
0 ee | 12.9 | 17.4 
Ores, metal and scrap . | 14.3 7-6 
Engineering products .| 12.2 | 23.5 
Coal and coke .. . 6.8 0.1 
Mineral oils . . . . | 12.9 8.0 
Gimme .« «0s « « ] Sei a8 
Tae. we ot 1 OOO | 100,0 


No great change occurred in the 
geographical pattern of foreign trade. 
As previously, the general trend was 
for European markets to gain ground 
as an outlet for Italian exports and 
for imports to come more and more 
from overseas. 

In particular, exports to E.P.U. 
countries increased from 752 billion 
lire to 888 billion (representing 65.9 
per cent of the total value of exports), 
of which 232 billion (17.2 per cent) 
went to the sterling area and 656 bil- 
lion (48.7 per cent) to other E.P.U. 
countries. Exports to the Western He- 
misphere rose from 166 billion lire in 
1955 to 219 billion lire in 1956, and 
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account for 16.2 per cent of total 
exports. 

Imports from the Western Hemi- 
sphere rose from 310 billion lire to 
413 billion. In 1956, they represented 
20.8 per cent of total imports, as com- 
pared with 14.9 per cent in 1954 and 
18.3 per cent in 1955. Imports from 
E.P.U. countries represented 67.8 per 
cent of the total in 1956, as against 
69.8 per cent in 1955. Their total 
value rose from 1,183 billion to 1,343 
billion lire, of which 564 billion (28.5 
per cent) came from the sterling area 
and 779 billion (39.3 per cent) from 
other E.P.U. countries. 


Tue BaLaNce oF PAYMENTS 


The overall deficit in the balance 
of payments on current account over 
the last five years is shown in Ta- 
ble 14. 

This deficit was 47 billion lire in 
1956. While this is a deterioration 
compared with the 1955 deficit of 28 
billion lire, the picture is completely 
reversed if only the ordinary items are 
considered, without foreign aid. In 
these terms, the trade balance shows 
a marked and continuous improve- 
ment over the last few years. From 
366 billion lire in 1952, the ordinary 
current deficit fell through 281, 172 
and 153 billion lire in the intervening 
years to 139 billion lire in 1956. Com- 
pared with 1955, the improvement is 
14 billion lire, in spite of a worsening 
of the merchandise account by 34 bil- 
lion lire. This shows once more the 
importance of the invisibles account 
and its growing surplus. This sur- 
plus had risen by 36 billion lire in 


1955 and increased by another 48 bil- 
lion in 1956. 

This favourable development in in- 
visible items is the resultant of a num- 
ber of positive and negative factors: 
(a) an increase in net tourist receipts 
(up by 15.7 billion lire, from 118.8 to 
134.5 billion), in labour incomes (up 
by 15.4 billion lire, from 28.1 to 43.5 
billion), in emigrants’ remittances (up 
by 12.5 billion lire, from 49.8 to 62.3 
billion), and in private gifts (up by 
14.1 billion lire, from 37.3 to 51.4 bil- 
lion); (b) disappearance of the 1955 
deficit of 11.3 billion lire for freight 
and insurance; (c) unfavourable chan- 
ges in « government expenditure » and 
« miscellaneous items ». With contin- 
ued economic expansion in the full- 
employment countries and with a rel- 
ative relaxation in international polit- 
ical tensions receipts from invisibles 
can be expected to increase further 
during the next few years. 

The final figures for capital move- 
ments in 1956 are not yet available. 
Provisional estimates suggest that there 
was not much change in comparison 
with the preceding year. In any case 
it is certain that the surplus was again 
sufficient to cover the current deficit 
and to strengthen Italy’s foreign cur- 
rency reserves. 


This is confirmed by the balance of 


external payments (Table 15) where the 
1956 surplus for capital movements is 
shown as 121 million dollars and the 
overall surplus as 109.8 million dollars. 

Total gold and hard currency re- 
serves on December 31, 1956, amount- 
ed to 1,149.9 million dollars, of which 
337 million were gold. This represents 
an increase of nearly 493 million dol- 
lars over December 31, 1951. The 
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strength of these reserves justifies con- 
fidence in the immediate future of the 
lira. 

Two more facts are worth mention- 
ing: (a) at the end of 1956, the total 
government or government-guaranteed 
long-term foreign debt amounted to 
565.4 million dollars; (b) at the same 
date, foreign investment in Italy since 
March 2, 1948 (when the first post- 
war law on foreign investment was 
enacted), was estimated at 159.4 bil- 
lion lire. 1956 was a record year in 
this respect, with more than 59 bil- 
lion lire — thanks no doubt in part 
to the new Law No. 43 of February 
7, 1956, which laid down more liberal 
conditions for foreign investors. 


Pusiic FINaNcE 


The budget estimates for 1955/56 
had provided for a current deficit of 
280.1 billion lire and provisional fig- 
ures of the budget outturn put the 
actual current deficit at 290.8 billion. 

There was a corresponding increase 
in the total public debt (see Table 18) 
of about 300 billion, to 4,575 billion 
lire on June 30, 1956. Owing to a 
rise in the floating debt, total public 
indebtedness further increased to 4,712 
billion lire (37.2 per cent of national 
income) during the second half of 1956. 
The service of the public debt for the 
financial year 1956/57 can be estimated 
at 8.1 per cent of budgetary expend- 
iture, compared with 16.9 per cent in 
1938/39 and with 5.6 per cent in 
1951/52. 

Provisional estimates of budgetary 
revenue and expenditure for 1957/58 
are 2,849 billion lire revenue and 3,053 
billion expenditure. The correspond. 


ing estimates for the current financial 
year 1956/57 were 2,647 billion and 
2,918 billion lire respectively. Expend- 
iture is thus expected to rise by 4.6 
per cent during the next financial year, 
and revenue by 7.6 per cent, and the 
anticipated deficit is 204 billion in- 
stead of the current year’s 271 billion 
lire. 


BUDGET DEFICIT 








Billion 





%, of ex- 
current 
lire penditure 
1938/39 (1) | 12.2 30.8 
1955/56 (1) | 291 10.3 
1956/57 (2) 271 | 9-29 
1957/58 (2) 204 6.70 


(1) Revised figures. 
(2) Provisional figures. 


The expansion of the volume of 
public spending is due above all to 
higher allocations for public works 
and public investment, financial aid 
to regional and local authorities, and 
social charges. 


Tue Money anp Capita MarkKETs 


Monetary Circulation. According to 
provisional estimates, the total money 
supply at the end of 1956 amounted 
to 4,975 billion lire. The year’s in- 
crease of 390 billion lire or 8.5 per 
cent, is smaller than that of the pre- 
ceding year, which was 452 billion 
lire or 9.9 per cent. A breakdown of 
the aggregate figures and the overall 
increase shows the following results: 
(a) current accounts and sight deposits 
in banks totalled 2,910 billion lire (an 
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increase of 221 billion over 1955, when 
the year’s increase was 309.5 billion); 
(b) the net circulation of notes and 
coins (4) was 1,858 billion lire (up 146 
billion in 1956, against the 1955 in- 
crease of 134 billion); (c) bank drafts 
and cheques amounted to 207 billion 
lire (an increase of 22 billion in 1956, 
against the 1955 increase of 8 billion). 

The ratio between total monetary 
circulation and net domestic product 
at market prices rose from 38.8 per 
cent to 39.4 per cent during 1956. 
This is considerably higher than the 
1948 figure of 30.7 per cent. 

Circulation per inhabitant rose from 
L. 95,308 to L. 102,923 in 1956. Com- 
pared with the end-1948 figure of 
L. 43,426, means of payment per 
caput have more than doubled, while 
during the same period net domestic 
product per caput (at current prices) 
rose by 85 per cent. 


MONETARY CIRCULATION 1948-1956 




















°/ of net | per caput 

domestic — ———| 

product (1) Lire Index | 
1948 30.7 43426 100 
| 1950 33-5 555364 127 
1951 33-9 63,879 147 
| 1955 38.8 95,308 219 
| 1956 39-4 | 102,923 237 


(1) The figures for 1955 and 1956 are taken 
from the Treasury's Economic Survey for 
1956; those for the remaining years from 
the Yearbook of the Central Institute of Sta- 
tistics. 


(4) Notes of the Bank of Italy and Treas- 
ury notes and coins, less cash holdings of 
the Bank of Italy and the Treasury. 
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Bank and Post Office Deposits. At 
the end of 1956 (provisional figures) 
total bank deposits amounted to 5,810.5 
billion lire. Of these, 3,170.4 billion, 
or 54.6 per cent, were sight and time 
deposits and 2,640.1 billion lire, or 45.4 
per cent, current accounts. The year’s 
overall increase in bank deposits was 
565.7 billion lire (+12.7 per cent), 
against 680.6 billion lire (+15.2 per 
cent) in 1955 (see Table 24). 

While the overall growth of bank 
deposits continued, its composition 
differed from the preceding year’s. 
There was markedly less increase in 
current accounts (299.3 -billion lire in 
1955 and 208.6 billion in 1956), while 
sight and time deposits rose more 
(381.3 billion lire in 1955 and 448.1 
billion in 1956). In terms of 1938 
lire (5) total bank deposits showed a 
real increase of about 95 per cent over 
total bank deposits in 1938; the cor- 
responding figure for 1955 was 74 per 


cent. 


BANK DEPOSITS EXPRESSED 
IN 1938 LIRE 
Billion lire 


1938 55-6 
1950 45-6 
1951 48.1 
1952 63.2 
1953 74-5 
1954 84.5 
1955 96.7 
1956 108.0 


Time deposits in banks and savings 
banks again responded to the existing 


(5) Corrected by the general wholesale 
price index which stood at 53.80 per cent 
in 1956 (1938=1). 
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divergence of interest rates: while 
banks and savings banks pay 4 per 
cent on deposits tied for one year, 
the Post Office pays 3.75 per cent. 
Total Post Office deposits rose by 
only 15 billion lire during 1956; they 
stood at 1,789.9 billion lire at the end 
of the year, of which 1,457.8 billion 
were savings books and savings certif- 
icates (6) and the rest current ac- 
counts. Together, total deposit and 
current accounts in banks and Post Of- 
fice exceeded 7,600 billion lire, which 
is 54.8 per cent of gross national prod- 
uct (13,878 billion lire) and 60 per 
cent of net domestic product at mar- 
ket prices (12,641 billion lire). 

The share of Post Office deposits 
in total deposits decreased further in 
1956: having fallen from 35 per cent 
in 1938 to 29 per cent in 1950 and 
to 24 per cent in 1955, it was 23.5 
per cent in 1956. 


Bank Credits. At the end of De- 
cember 1956 (7) bank credits amounted 
to 4,458 billion lire (77 per cent of total 
deposits at the same date). The year’s 
increase of about 625 billion lire, or 
16.3 per cent, is equivalent to 95 per 
cent of the increase in total deposits 
during the period December 1955 to 
December 1956 (656 billion lire). 

Thus 1956 was a year of vigorous 
credit expansion, accompanied by a fall 
in the banks’ liquidity ratio. In par- 
ticular, the ratio of cash, money at 
call and balances at the Bank of Italy 
to total deposits fell from 20.9 per cent 


(6) Including 58 billion lire capitalized in- 
terest at the end of 1956. 
(7) Provisional figures. 


to 18.7 per cent, while the advances 
and rediscount transactions granted to 
the commercial banks by the Bank of 
Italy rose from 4.5 per cent to 5.4 per 
cent. On the other hand the propor- 
tion of Government securities rose 
slightly from 18.1 per cent to 18.5 per 
cent (cf. Table 25). 


Special Credit Institutes. At the end 
of December 1956 specialized credit 
institutes had a total of 1,963.3 billion 
lire of credits outstanding. The fol- 
lowing data show the breakdown by 
type of institute according to the clas- 
sification used by the Bank of Italy. 
The year’s increase was about 260 bil- 
lion lire, or 15 per cent. Half of this 
is attributable to industrial credits. 


CREDITS BY SPECIAL INSTITUTES (1) 
Billion lire 
































| December 31 
| 1955 | 1956 
Industrial credit . . . | 1,064 | 1,197 
Mortgage credit . . . | 264 328 
Farm credit. . . . .| 377 438 
se as a 1,705 | 1,963 
| 





(1) Excluding shares and participations. 
The figures for industrial credit also exclude 
loans to the State Railways. 


The great expansion of special cred- 
its is yet another reflection of the 
growth of the Italian economy, par- 
ticularly in the industrial field. 

The Capital Market. Industrial and 
holding companies made much heavier 
demands on the capital market in 1956 
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than’in 1955, as is shown by the fol- 
lowing table: 


NEW ISSUES AGAINST CASH 
Billion lire 


| - | 




















1955 | 1956 

=e 
Stock and shares. . . | 163 243 
Industrial bonds . . . 3 | 38 
| Ordinary I.R.I. bonds . 14 | 28 
Total (1). .| 180 309 








(1) Excluding bonds issued by the special 
credit institutes (see preceding section) in the 
amount of 157 billion lire in 1955 and 140 
billion in 1956. Both figures exclude bonds 
issued on behalf of the State Railways. 


After its exceptional recent advance 
(+29 per cent in 1954 and +21 per 
cent in 1955) the index of share prices 
slightly declined in 1956. At 3,705.7 
(1938=100) the average index for 
December 1956 was 1.2 per cent be- 
low the corresponding 1955 figure of 
3:749-3- The decline which had set 
in during October 1955 continued 
throughout the first six months of 
1956. In July prices began a recovery 
which went on almost without inter- 
ruption until the end of the year (see 
Table 19, col. 7). 

The average monthly yield of shares 
rose from 4.63 per cent at the end of 
1955 to 5 per cent at the end of 1956, 
having reached a peak of 5.44 per cent 
in June. Average annual yield rose 
from 4.64 per cent to 5.07 per cent 
(see Table 19, col. 8). 

There was a stiffening in interest 
rates and a downward trend in the 
prices of fixed-interest securities, par- 


_ticularly of government bonds. The 


average monthly yield of government 
bonds rose from 6.60 per cent in De- 
cember 1955 to 7.24 per cent in De- 
cember 1956, and that of industrial 
bonds, at the same dates, from 6.95 
per cent to 7.16 per cent (see Table 19). 


Prices, Cost or Livinc, Waces 


The general wholesale price index 
(Table 26, 1938=1) rose from 53.20 
per cent on the average for 1955 to 
53-80 per cent on the average for 1956. 
The overall increase of 1.13 per cent 
is slight, but it masks considerably 
larger movements in the prices of 
various main categories of goods. The 
spring frosts caused a 4.2 per cent rise 
in the prices of foodstuffs and the 
expansion in economic activity stiffen- 
ed the prices of engineering products 
(+3 per cent) and timber (+ 3.9 per 
cent); on the other hand there was a 
further fall in the prices of textiles 
(—2.7 per cent) and leather and foot- 
wear (—0.5 per cent). 

A more significant rise took place 
in the general cost-of-living index (Ta- 
ble 27), the annual average of which 
rose from 59.69 per cent in 1955 to 
62.66 per cent. At 4.97 per cent, the 
1956 increase exceeds the increases of 
1955 (3 per cent) and 1954 (3.6 per 
cent). However, the increase was al- 
most entirely concentrated in the first 
six months of the year, when the 
spring frosts caused the index of food 
prices to rise by 4.4 per cent and a 
further step in the decontrol of rents 
resulted in a 28.7 per cent rise in 
rents. During the second half of the 
year the cost-of-living index hardly 
changed, in spite of international polit- 
ical tensions, The prospects for 1957 
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are that the index will remain rela- 
tively stable, provided that the present 
forecasts of a favourable harvest are 
not disappointed and that no rash 
concessions are made with an eye on 
the pending political elections. 


WHOLESALE PRICES, COST OF LIVING 
AND WAGES 
Changes in the monthly average 
for December (1938=1) 





| In 
crease 
1956 
| over 
1955] 1956) 1955 | 
} ee 


5 3-66/5 4.27) 


December 


Index of | 
| 


Wholesale prices . 
Cost of living . 60.57|63.11| 
| 


Industrial wages . . '81.58/87.58) 7.35 





Agricultural wages . |90.68194.03| 3.69 





The index of industrial wages (Ta- 
ble 28, 1938=1) rose from 80.92 per 
cent to 85.26 per cent; the annual 
average for 1956 is 5.36 per cent above 
that for 1955. As is shown by the 
above figures, real wages remained 
almost unchanged. 


PoPpULATION AND EMPLOYMENT 


The figures of natural population 
movement in 1956 reveal two salient 
facts: a small increase of births (874,000 
or 18.1 per thousand inhabitants) in- 
stead of the previous declining ten- 
dency, and a sharp increase of deaths 
(497,000 or 10.3 per thousand inhab- 
itants, as against 447,000 or g.I per 
thousand in 1955). 

While the birth figures do not allow 
of any deductions with respect to any 
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changes in the size of the population 
of Italy, the higher mortality rate, 
which was apparent throughout the 
whole year, may be the first result 
of the changing age structure of the 
population. So far, the ageing of the 
population has had the effect of re- 
ducing mortality rates, since the great- 
est numbers were concentrated in the 
central age groups which have the 
lowest death rate. As these groups 
move up in the age scale, the expec- 
tation of death is bound to increase 
and a further narrowing of the mar- 
gin of population growth must be ex- 
pected, to the point of total disap 
pearance or even decline. In fact, such 
a situation already obtains in some 
districts in Northern Italy. 

The natural increase of population 
(difference between births and deaths) 
Was 377,000 in 1956, or 7.8 per thous- 
and inhabitants. Net emigration, after 
deduction of repatriates, is estimated 
at about 147,000. The present-in-area 
population of Italy on December 31, 
1956 was 48,337,000, or 230,000 (5 per 
thousand) more than on the same date 
in 1955. (Population density is 170 
inhabitants by square kilometre of 
agricultural and forest area). 

According to the estimates of the 
Economic Survey, employment in non- 
agricultural occupations increased by 
about 260,000 in 1956. The basic met- 
als and engineering industries absorb- 
ed 60,000, mining and quarrying, the 
manufacturing industries and electric 
power generation took up 89,000, 
transport 50,000, and trade and vari- 
ous services the remaining 115,000. 

Some rather rough indications on 
the size of the labour force are fur- 
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nished by sample surveys conducted by 
the Central Institute of Statistics (8). 
These suggest that on April 21, 1956, 
the total labour force was 19,761,000, 
or rather less than 41 per cent of the 
total population. Compared with the 
economically more advanced countries, 
this is still a low proportion. 

Although the number of persons 
joining the labour force exceeds those 
reaching working age during the year, 
the problem of unemployment thus 
remains one of the most serious in 
the Italian economy. 

Italian unemployment statistics are 
notoriously deficient. The registration 
figures of labour exchanges are no 
more than roughly indicative (9). The 


(8) See Annuario Statistico Italiano 1956. 
(9) See on this subject papers published in 
this Review: A. Mottnart, Unemployment 
Statistics in Italy, with Special Reference to 


annual average of persons register- 
ed has remained almost stationary 
(2,161,000 in 1955 and 2,171,000 in 
1956). The increase of about 24,000 
in the two categories of «formerly 
employed persons» and « persons seek- 
ing first employment » (see Table 32, 
col. 2 and 3) is largely due to the 
circumstance that adverse weather con- 
ditions led to slackness in some in- 
dustries during the early part of the 
year, and to better organization of 
unemployment registration in the agri- 
cultural sector, as a result of which a 
greater number of underemployed per- 
sons are now shown as unemployed. 


Southern Italy, No. 21, June 1952; G. Rur- 
FoLo, The Parliamentary Enquiry into Unem- 
ployment in Italy, No. 24, March 1953; 
V.C. Lutz, Some Characteristics of Italian 
Economic Development, 1950-1955, No. 39, 
December 1956. 


(Symbols used: ... figure not available; — nil or negligible. All figures which differ 
from those given in previous issues of this Review must be considered as revised). 








109 
GROSS NATIONAL PRODUCT 1955 AND 1056 


Provisional figures, billion lire 





















































Table 1 
a 5 
1955 1956 
Net product of the private sector. 2. se lt ltl ltl ll 8,922 9,458 
Plus: Net product of the Government sector. . . . . « «| 1,231 1,332 
Net domestic product at factor cost . . .« .« «© «© «© « « 10,153 10,790 
oe ee ee a ee ee ey ae ee 1,656 1,851 
Net domestic product at market prices . . «© «© «© «© «© 11,809 12,641 
Plus: Net income from abroad . . . - -© «© «© «© «© - 17 27 
ee ee ee ee ee ee ee ee ee 11,826 12,668 
Plus: Maintenance and Depreciation . . . - «© «© «© « - 1,120 1,210 
Gross National Product at market prices . . . «© «© «© « - 12,946 13,878 
NATIONAL ACCOUNTS 1956 
Billion current lire Table 2 
| | 
1955 | 1956 | 1955 | 1956 | 
Gross national income. . . 12,946 | 13.878 Consumption private sector . 9,229 9,900 | 
Consumption government sec- | 
as xs + 6k 8 ae 1,010 1,096 | 
Imports of goods and services nt ‘ 
(incl. income transfers paid) 1,853 | 2.142 Total consumption. . . 10,239 | 10,996 
Gross investment in fixed | 
assets 2. 1 ew we tw tw ew 2,750 2,992 
Changes in stocks . . . . | + 190 + 138 | 
| peers, — 
| Total gross investment . | 2,940 3,130 
| |——_——_|——_ 
| Total domestic uses . 13,179 | 14,126 | 
Exports of goods and services 
| (incl. income transfers re- 
| | “eee ae ae 1,620 1,894 
Grand Total. . . 14,799 | 16,020 | Grand Total. . . | 14,799 16,020 | 





Source: Relazione generale sulla situazione economica del Paese (1956). 
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PRINCIPAL AGRICULTURAL PRODUCTS 

















Table 3 
ha oe 1956 (1) | Index numbers “1936- 39= 100 | 
Area | : Area , Total | Production _ 
Products | (thou- - ree - na acouames ; Production _| per ha (2) 
sand | thousand per ha| sand | thousand| per ha 1956 | | 1956 


ha) (2)| q- (2) | q- (2) | ha) q q- (2) | nce (1) | 1955 | (1) 




















“a 2 3 4 5 . - = 2.6 » | se | xe 

= acsiiptian ——— a 2 ——* | = : 

Cereals : 
Wheat . . . . . |4,852.3) 95,040.0 19.6 |4,883.2, 86,813.0) 17.8 | 125.g| 115.0 132.4 | 120.3 
M-s = 1 4 + & 80.4) 1,232.0) 15.3 | 73.7, 1,067.0) 14.5 89.0! 77.0 113-3 | 107.4 
a — ea 243-6) 2,917.0 12.0 | 236.8 2,754.0) 11.6 | 131.7) 124.3 104.3] 100.8 
es oe oe ws 433-5| 5-234-0 12.1 423.4| 5.064. O| 12.0 92.5 89.5 | 92-4| 91.6 
sis a a. De 168.5} 8,589.0 51.0 | 143.0) 7,048. 0} 49.1 | 110.7) 90.8) 97-7} 94-1 
Maize . . . . . [1,236.6] 32.040.0) 25.9 [1,256.7 34,106.0} 27.1 | 108.2) 115.2| 127.6] 133-5 

} | 


| | | 
| 


Dried legumes: 


























Broad bean (dried) . 553-7| 4,632.0) 8.4 | 539-4) 2852.0) 5.3 | 73.0! 44.9] 86.6] 54.6 
Beans (dried). . . 4530.2} 1,438.0, 3.3 | 415.9 1-484.3| 3.6 | 88.7) 91.5!) 100.0] 109.1 
4 a hee 196.6) 1,264.0) ... | 190.4) Ist 13.9) --» | 96.2| 84.8 - eas 
Potatoes and Vegeta- | 
bles: | 
Potatoes . . . . | 390.8! 33.817.0| 86.5 | 387.1) 34,176.0| 88.3 | 124.5| 125.8) 128.0| 130.6 
Broad beans . . . | 23.4) 1,166.0| 49.8 | 21. 6, 585. 0} 27.1 | 130.1| 65.3! 102.7] 55-9 
ae «2 -< ss 38.8) 1,138.0] 29.4 | 34-8| 1177-3} 33-8 | 230. 8| 238.8) 216.2| 248.5 
Peas. . . + - + | 38.4) 1,341.0] 34.9 | 37.71 918. o| 24.3 | 166.6| 114.0) 106.7] 74.3 
Tomatoes... .« 93-8) 16,489.0) 167.8 | 100.9| 17-170.0| 170.1 | 173-1 | 180.3 | 100.3] 101.7 
Asparagus. . . - 3-7 185.3) 49.9 | 3-9 188.5) 48.3 | 161.1 | 163.9| 112.4] 108.8 
Artichokes. . . . 26.0| 1,820.0! 70.0 27.7| 1,097.0] 39.5 | 238.2) 143.6| 118.8] 67.1 
Onions and Garlic . 24.2 3,146. 0} 129.8 | 22.8] 2,974-5| 130.2 | 211.1 | 199-6 | 105.7| 106.0 
Melons and Water- | 
| 25.6| 3.918.5| 153-3 25.3| 4212.0) 166.8 98.5 | 105.9 | 93-8 | 102.0 
Industrial Crops: | | 
Tobacco . . . . | 48.4) 723.2) 14.9 | 50.0} 740.0} 14.8 | 170.2) 174.1 | 114.6] 113.8 
Sugar beet. . . . 256.6] 92,074.0| 358.8 | 225.0] 65,500.0/ 296.4 | 281.4 | 198.7 | 147-8| 122.1 
Hemp (fibre). . . 33-7; 340-8) ron | 34.2} 406.2) 11.9 | 31-1| 37-0| 78.3] 92.2 
Flax (fibre) . . . 15.8 24.5) 1.5 | 141 18.9} 1.3 64.5 49-7 | | 60.0} 52.0 
Cotton (fibre). . - | 53-9) 139-3) 2.6 | 45.4 80.4) 1.8 | 262.8) 151-7, 136.8] 94.7 
Tree Crops: | | | 
| | | 
ne | 92,780.0) | 91,000.0 | 150.7) 147.8 
ER la. el ee | 11,519.6| | 8,000.0 | 80.8) 56.1 | 
Qvramges . . « s 6,234. 6| | 6,400.0 191.5 | 196.6 
Tangerines. . . . | 1,039.0 950.0 | 194.6| 177.9 | 
BMNOE sc ne © 2 | | 3,132.9) | 2,750.0 | 95.8 | 84.1 | 
Apples . . 1... 12,13 3.2! | 13,981.4 | 420.9 | 485.0 | | 
Me ss ka | 4391-7] | 4392-9) | 222. 8| 222.8 | 
a ee 4,831.2) | 3497-2| | 208.9| 151.2 
ae | 332.2 324.3] | 131.8| 128.7 | 
ae 1,450.6 | 3 1,380.0 217.2 | 206.6 | 
Pe 922.2 | 795-5, 178.7 | 154.2) 
<a 37 1,221.3 | 623.4 | 67.7| 34.6) 
Figs . ot 2,740.0! | 3,120.7| | 89.5 | 101.9 | 
Mulberry (leaves) an 7,702.0 | 7,085.0 | 78.8] 72. 5 | 





(1) Provisional data. 
(2) 1 hectare=2.4711 acres; 1 quintal=220.46 Ibs. 


Source: Bolletitno Mensile di Statistica (Istituto Centrale di Statistica). 





INDEX OF INDUSTRIAL PRODUCTION 


oggh= 200 Table 4 








| Manufacturing Electric! 
aera ce eee A 
General power | 


ing | : Basic| Engi- | Build- _— za 


Index (1) | Total! Food Tex Tim- Paper; met-| neer- jing ma-| ~ 
| | tiles | ber | als | ing | terials icals 





2 7 9 10 II 12 











1948 (annual av.) 99 | 54 87 | 
1949» | 105 | 58 85 | 
1950 » 121 | | 59 105 | 
1951 > 138 62 | 
1952 ' | | 62 | 
1953 | 59 


1954 








: January 





February 
March 
April 
May 
June 
July 


August 














September 


October 











November 











| 
| 
| 
| 
| 


December 





214 | 167 


(1) Including quarrying. 


Source: Bollettino Mensile di Statistica (Istituto Centrale di Statistica). 
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IRON AND STEEL PRODUCTION 


Thousand metric tons 






































Table 5 
re _——~ sem 
| Pig iron Other . | 
| Hot-rolled | finished | Ferto-alloys | 
Year (common Crude steel P and 
products iron and steel | aa 
grade) | additives | 
products | 
| — | — _ | - “ |— | 
I 2 cae = 2s fae = aS 
es | | | 
| | | | 
SO a ea 449-4 2,125.1 1,490.9 113.0 | 76.7 
ae a ae 392.8 2,055.5 1,595.0 86.7 52.2 
a ae a ee 503.8 | 2,362.4 1,889.8 94.2 69.1 
| 
i 2a ee ae 952.6 | 3,063.0 | 2,366.6 112.2 96.7 
| ¥952- - ~~ ee w ~ | 2,502.3 | 3,535.2 2,616.0 138.5 103.3 
| es © a Seow ee 1,222.3 3,500.2 | 2,470.1 156.9 87.1 
| Me. - - ee eee | gs | lgaehe 3,126.5 173.0 89.2 
| . nn ee 1,624.9 553946 | 3,999.7 179.6 109.5 
| 
nS a ee ee « 1,873.1 5,903.6 | 4,415.5 184.6 122.6 | 
Source: Bollettino Mensile di Statistica (Istituto Centrale di Statistica). : 
OUTPUT OF METALLIC AND NON-METALLIC MINERALS | 
Thousand metric tons Table 6 : 
] ] - cai —- - T . 
7 Mercury| Lead | Zinc Natural gas 
Year _ | Bauxite | Iron ores | Pyrites | (Methane) Coal Sulphur 
| ores | ores ores . (a) 

















153-1 





540.0 | 103-9 | 47.3 146.4 834.5 117.0 972.5 189,1 
| 1949 104.9 | 548.7 | 233-7 









1,104.2 









1950 153-4 | 442.1 149.9 64.9 179-4 | 895.5 | 504.2 1,030.3 229,2 
1951 | 174.0 552.8 174-7 | 64.4 | 212.8 898.2 970.6 1,167.0 | 22355 
1952 286.9 | 790.2 | 184.0 65-4 | 234.4 1,141.4 1,442.9 1,089.2 | 258,2 









1953 933-4 | 197-5 | 65.4 | 210.0 
1954 295.1 | 1,065.2 232.1 69.1 | 240.8 


272.2 1,225.4 2,297.9 1,131.1 245,0 





1,231.7 2,982.4 1,073.6 226,6 











1955 325-9 | 1,348.6 | 232.0 79:8 | 243.5 1,289.2 3,622.4 1,135.1 201,7 

















1956 259.7 | 1,654.8 | 301.2 81.8 246.6 | 1,371.0 | 4,466.4 | 1,077.9 | 195.4 | 






(a) Thousand cubic metres. 






Source: Bollettino Mensile di Statistica (Istituto Centrale di Statistica). 





OUTPUT OF SELECTED ENGINEERING PRODUCTS 















































Units 
Table 7 
| i eee | Batt | _State Railways 
| and | l 
, | Calcu- | anc | | Coaches 
Sewin Type- Motor : “ 
Year es S 7° | lating | Tractors roller Electric luggage 
machines) writers | ~~ | om bearings | ioco- | and 
machines| (thou- | - 
| | motives | freight 
sands) | | waggons 
| r  £! 2 3 | 4 5 6 7 8 |g 
1948 1375344 75,282| 23,136 52,703! 16,770 | 56 | 7,159 
| 1949 - 230,751| 90,816] 30,887) 77,557 20,722 85 | 4,330 | 
| 1950 . 271,292) 119,847| 47,322) 115,016]... 21,874 go | 1,986 | 
| 1951 . 325,632 150,849) 67,430} 131,576, 8,128 | 23,896 g2 199 
1952 . | 368,138) 167,225 76,458) 124,784) 10,336 | 30,336 | 39 46 
| 
1953 - 410,293) 183,276 82,737, 150,301! 17,395 | 31,312 | 18 37 
1954 - | 430,009] 223,636) 101,800 180,767) 21,805 | 26,908 | 12 19 
1955 - | 442,731| 280,515 132,651} 230,827) 24,348 32,143 | 88 45 
1956 . 473,211) 330,327 141,913) 279,712| 22,592 | 38,321 | 103 516 
Source: Bollettino Mensile di Statistica (Istituto Centrale di Statistica). 
OUTPUT OF MAN-MADE TEXTILE FIBRES 
AND CHEMICAL PRODUCTS 
Table 8 
Raves Chemicals (metric tons) 
(metric tons) | Ethyl | Methyl 
| 
ee 7] | eae alcohol | alcohol 
| austic | 
Year , | | Synthetic! Sulphuric | Syn- , Soda | (Ambhydr. (Anhydr. 
Filament | . | Tanning} 9 h h 
| Staple | Waste} ammo-| acid | thetic (Basis jecto- octe- 
| | . . 
yarn | | nia (at 50° Bé)| dyes | extracts | yoo % | litres) litres) 
| | NA OH) | 
r | 2 3 4 | 5 6 6 | 7 8 9 10 11 
1948 | 477,035 178,508) 41,556 124,216) 1,499,783) 7,693) 99,274 | 192,590 178,594 60,998 
1949 | 499793, 362,515] 42,426 1399275, 1,855,868) 9,263) 99,701 | 195,351, 283,839) 86,540) 
| 1950 502,799) 529,585, 41,503] 173,923 2,041,346, 11,283) 87,691 | 159,128 305,040) 106,429 
| | | 
1951 | 651,485) 655,560) 46,425) 218,354) 2,291,688] 12,914|121,825 | 263,999) 319,301] 154,421] 
| | | | | | 
| 1952 405,783) 363,862) 26,141) 236,977) 2,398,797| 10,419/138,563 | 144,754) 386,940) 162,159 
| | | | | | 
1953 + | 532,089) 530,961) 37,852 2939745] 2,562,313) 10,357|103,033 | 204,864 436,569) 199,402 
1954 632,305| 617,276) 44,916) 361,098) 2,918,898) 11,356) 97,783 | 256,117 326,814) 302,006 
| | | | | | 
1955 | 642,324) 670,132) 42,597| 417,769) 3,056,790| 11,477) 98,572 | 254,915) 290,088) 381,193) 
1956 - | 657,156) 821,184) 42,117) 454,072! 3,231,942 114070}103,935 271,322) | 
Source: Bollettino Mensile di Statistica (Istituto Centrale di Statistica). 
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ELECTRIC POWER 
Thousand kWh 





























Table 9 
| Power generated _ nied ae Total 
Year | power 
|  Hydro- Thermol 
| electric electric Total Imported | Exported available 
Gen, Sf Tg ee SY ee RE Se ee ee 
1948 | 18,201,200 | 1,486,000 | 19,687,200 188,300 | — 19,875,500 
| 
1949 | 14,936,900 | 2,667,400 | 17,604,300 | 192,400 48,700 | 17,748,000 
1950 20,972,000 | 2,947,600 23,919,600 270,800 | 144,400 24,046,000 
| 
1951 | 25575%439 25748,396 | 28,498,835 | 271,052 | 3459350 | 28,424,537 
1952 26,532,220 | 3605,346 | 30,137,566 304,250 314,622 | 30,127,194 
1953 | 27,260,453 | 4:647,606 | 31,908,059 | 262,556 | 307,334 | 31,863,281 
1954 | 28,601,860 | 6,048,042 | 34,649,902 313,519 639,663 | 34,323,758 
1955 | 30,183,736 | 7,075,258 | 37,258,994 | 287,029 | 266,949 | 37,279,074 
1956 | 30,694,501 | 9,057,058 | 39,751,559 | 275,945 74:667 | 39,952,837 
| 


Source: Bollettino Mensile di Statistica (Istituto Centrale di Statistica). 


PETROLEUM INDUSTRY: RAW MATERIALS, PRODUCTION AND EXPORTS 


Thousand metric tons 












































Table 10 
Through-put of refineries Products obtained 
| | 
set =F — orate a —— 
| een | | 
Year or - , | | Refined Dicsel Lubri- | of | 
| mestic | ported | Resi- Motor | , — aise | which | 
Total _, | kero- |Gas oil cating | Total | 
| crude | crude | dues spirit | 1 | export- | 

; sene ee oil | ie 

|} oil oil | oil | ed 
‘ "2 2 | ee 5 6 7 8s | 9 | 1 1 12 | 

oa 7 aa 
| | | 
1948 . 10.1 | 2,213.1) 49.0| 2,272.2! 414.2| 188.4) 514.0] 898.8) 26.7/| 2,042.1] 41.4] 
| 1949 - 8.0| 3,079.6] 93-5 | 3,181.1| 610.0) 138.2 670.3) 1,430.9 49.0| 2,898.4} 20.4| 
| | | } 

| 1950 . 7.6 | 5,214.6) 64.9 | 59287.1) 984.1| 299.1 1,039-7| 2,428.3 57-8 4,809.0) 44-3 
| 1951 7.0| 7,343-9| 80.6 | 7:431-5|1,358.7| 469.6|1,411-0|3,321.1, 982| 6,658.6 27.8) 
| | | } } | | 
| 1952 . 54.8] 9,628.6) 101.3| 9,784.7|1,768.1| 616.5'1,813.0/4,495.8| 65.6] 8,759.0) 163.1 
| 1953 - 98.3 | 12,630.2| 106.5 | 12,835.0/2,281.0) 820.1 2,480.2/5,799.0| 70.9 | 11,451-2|5,147-2 
| 1954 - 70.4 | 15,893.2) 213.6 | 16,177.2|2,808.7| 1,031.5 3,163.6/7,244.7| 131.5 1 4,379-5|6,605-7| 
1955 - 193-8 | 17,014.8) 324.8 | 17,533-4|/2,718.311,114.3|3,586.3|7,774-0| 147-9 | 15,340.8|5,878.8| 
1956 496.4 | 18,491.6| 298.3 19,286.3 | 3,098.2 1,135-1/3,944-4/8,508.1) 167.5 20,361.4|5,774-01 
Sources: Bollettino Mensile di Statistica and Statistiche del Commercio con l’Estero (Istituto Centrale di 


Statistica). 
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OFFICIAL EXCHANGE RATES 


Average quotation, in lire 





Table 11 


Bel- | Swe- | Nor- | Danish Ger- 

; | gian | dish |wegian| Dutch | man 

sterling | franc | franc | franc | crown | crown | TOWN | florin | mark 
. | | | . . 


: 2 3 | 4 5 6 | 9 a 10 | I! 








| U.S. | Pound | Swiss | French | 


| dollar 


| 














(annual average) 574-67| 1,880.64) 141.67) 2.21 | 159-94, 79.57 | 
: I Jan.-18 Sept. 575-00 2,317.25, 141.00, 1.81 | | 159.94 70.57 | 

19 Sept.-31 Dec. | 626.19) 1,753-70| 144.86 1.81 | 120.62! 87.38 | ‘s a 
(annual average) | 624.78 1,749.39' 144.19) 1.81 120.63) 87.38 ad oan | 148.77 
624.91| 1,749.74. .-- | 1.78 120.78, 87.48 164-44) 148.77 
624.83) 1,749.53) «--- 1.78 120.78, 87.48 164.44' 148.77 
624.85) 1,750.28 145.77| 1-79 | 120.92 87.52 164.68] 148.90 
624.86) 1,752.0 145-81) 1.78 . 121.00 87.62 164.68; 149.61 








| 
March 624.85 1,754.20, 145.81, 1.78 | 120.73, 87.67 164.83) 149.66 
June 624.86 1,755-52. 145.80, 1.78 120.91} 87.55 164.40 149.83 


September | 624.85) 1,742.50 145-81| 1.78 | 120.94; 87.22 163.98) 149.03 
December | 624.92! 1,754.90 145.82) 1.78 | 121.47, 88.03 | | ate-9F 149.84 





Source: Bollettino (Banca d'Italia). 


FOREIGN TRADE BALANCE 


Million dollars Table 12 





1955 | 1956 


1954 





| 





—— | _ = — 


l aren 
| Imports | Exports | Deficit | Imports | Exports | Deficit | Imports | Exports 





2 3 | 4 5 tyr? ' 2) 








; 
January | 215.2 | 128.6 |— 86.6! 219.0 | 123.5 | 95-5| 263.4 | 158.3 
February 203.1 | 136.4 |— 66.7] 213.0 134-5 | 78.5) 231.8 154-5 
March 231.0 146.4 84.6) 230.5 | 150.1 30.4) 273.7 187.5 


April 213-5 | 130.1 83.3) 223.9 144-3 79.6| 245.0 165.2 
May 207.5 128.1 79.4 236.9 152.2 84.7| 273.3 170.4 
June 195-6 | 130.2 65.4! 235.8 152.5 | 83.3! 285.7 170.6 


July 189.6 140.8 | 48.8; 228.4 166.7 | 61.7| 280.9 187.1 











August 174.7 | 131.0 43-7| 203.6 | 158.6 | 45-0| 240.9 | 175.0 


September | 180.3 | 137.8 |— 42.5) 217.6 | 172.9 | 44-7| 240.7 | 188.9 
October 204.1 146.1 |— 58.0) 225.8 174.7 51-1 280.7 213-4 


November 205.2 | 138.6 |— 66.6 243-9 164.6 79-3; 272.3 193.8 


December | 219.6 144.9 |— 74.7| 227.6 





— 65.1) 281.4 192.5 


7 848.9) 3,169.8 2,157-3 | 





162.5 


1,857.3 

















ae F : 
Total 2,439-4 | 1,638.5 |— 800.9 2,706.2 


Source: Statistica Mensile del Commercio con l’Estero (Istituto Centrale di Statistica). 
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BALANCE OF PAYMENTS ON CURRENT ACCOUNT 


Billion lire 
































Table 13 
| 1955 1956 
| l ] | a 2 
Credits | Debits | Balance | Credits | Debits Balance 
| a ‘ia 
A) Trade and services: 
Imports and exports f.o.b. (a) 1,110.9 | 1,524.4) — 413-5 1,307.2 | 1,755-4| — 448.2 
Transport and insurance. . . . 210.4 | 221.7 | — 11.3 237-5 237-5 = 
a 132.2 | 13-4| + 118.8 160.5 26.0) + 134.5 
Investment income . . . . . 16.2 27.2| — I1.0 23-5 40.1] — 16.6 | 
Labour income . . . «© « « 28.1; — | + 28.8 435 _ + 23.5 
| | } 
Receipts and expenditure on govern- 
oe ee ee ee ee 27-4 | 26.1 ) + 143 25.9 26.3; — 0,4 | 
Various non-trade items. . . . 94-3 39-9; + 54-4 96.3 56.4) + 39.9 | 
Total trade and services . 1,619.5 | 1,852.7 | — 233.2 | 1,894.1 | 2,141-7| — 247.3 
B) Unilateral transfers : | | 
Emigrants’ remittances . . . . | 49-8; — + 49.8 62.3 — + 62.3 | 
Private donations . . . . . 37-3) — | + 3753 51.4 _ + 51.4 
Reparations . . . . «© « -« - | 6.8|— 6.8 — 5.8; — 5.8 
Total unilateral transfers. . 87.1 | 6.8| + 80.3 113.7 5.8| + 107.9 
a ee. ee ee ee ee ee 1,706.6 | 1,859.5 | — 152.9 | 2,008.1 | 2,147.5! — 139.4 
D) Governmental aid: 
Off-shore purchases and military ex- 
es +s = « « * ss 101.9 _ + 101.9 78.9 _ + 78.9 | 
Grants-in-aid - i &. we: wo 25.8 2,6) + 23.2 13-7 _ + 13.7 | 
Total governmental aid . . | 127.7) 2,6 | + 125.1 92.6 — + 92.6 
E) Total (C+D) 1,834.3 1,862,1 | — 27.8 | 2,100.7| 2,147.5 — 46.8 


(a) The figures for the movement of merchandise are derived from the foreign trade statistics prepared by 
the Central Institute of Statistics on the basis of customs data. The figures have been calculated as follows 


(in billion lire): 


Figures of the Central Institute of Statistics 

Minus freight and insurance 

SE Rd ve ha ae at ge we th can Je! eo we OR 

Minus ships’ supplies etc. and other items included in other balance 
sheet entries 


Figures of the Balance of Payments on Current Account . 


Source: Comitato Italiano per la Bilancia dei Pagamenti. 


1955 
Credits Debits 
1,160.3 1,694.7 

— 193.0 
om 23-3 
49-4 0.6 
1,110.9 1,524.4 


1956 
Credits Debits 
1,347-3 1,980.7 

a= 250.0 
“= 25.0 
40.1 0.3 
1,307.2 1,755-4 








Billion lire 
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CHANGES IN THE BALANCE OF PAYMENTS ON CURRENT ACCOUNT 1952-56 


Table 14 





| 
1952 | 1953 1954 


| 
| 
} 


Balance on trade account (1) . . . . | 466 462 
Balance on imvisibles account. . . . | 


Balance of foreign aid and offshore pur- 
chases 


Overall balance . 


(1) f.0.b. values. 


Source: Relazione generale sulla situazione economica del Paese (1956). 


BALANCE OF EXTERNAL PAYMENTS 
Million dollars 


Balance on trade account . 


Balance on invisibles account and investment income (a) . 
Residual items . 


Balance 


Off-shore purchases 
Economic aid 
Military expenditure 


Total governmental aid 


Foreign loans (net of repayments) . — a 
Foreign investment (net of Italian investment abroad) (b) . 


Balance on long-term capital account . 


Meeting the deficit: 
Deficit . —— 244-3 
i er oe es ee ee a 202.9 
Capital movements : Ses BES 2 OS «Oke ve fl 150.0 


Change in foreign currency reserves. . . 108.6 


1956 


448 


Table 15 


195 6 


829.8 
650.2 
9-9 


169.7 


81.4 
32.1 
44.8 


158.3 


24.3 
96.9 


I2I.2 


169.7 
158.3 
121.2 


109.8 


| 
| 
| 
| 
| 
| 
| 
} 
| 


| 
| 


(a) Including the balance of disinvestment of foreign capital in Italy and of Italian capital abroad (+8.2 


million dollars in 1955, and +2.7 million dollars in 1956). 
(b) Excluding the balance of disinvestment as per footnote (a). 


Source: Ufficio Italiano dei Cambi. 
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ITALIAN GOVERNMENT BUDGET SUMMARY 


A) BUDGETARY REVENUE AND EXPENDITURE AS ASSESSED AND APPROPRIATED 
Billion lire 

































































Table 16 
Ordinary budget Movement of capital 
: cast 
Financial Year Current | Deficit (—) . | Deficit (—)) estimated 
Current i : | Expendi- | | 
expendi- | or sur- Receipts or sur- deficit 
revenue ture 
ture | plus (+) | plus (+) | 
= |- i inate —— ee 
3 2 | 3 | 4 5 6 7 | Saar | 
| 
1948/49 1,015.3 1,519.2 | — 503.9 44.8 97-6 — 52.8 | — 556.7 | 
1949/50 1,448.5 1,771.6 | — 323.1 344-4 213.1 + 131-3 | — 191.8 
1950/51 1,676.2 | 1,852.7 | — 176.5 | 246.8 340.9 — 94.1 | — 270.6 
1951/52 1,737-2 2,128.8 | — 391.6 | 335.9 305.1 + 30.8 | — 360.8 
1952/53 1,804.2 2,309.6 | — 505.4 | 304.8 119.5 + 185.3 | - 320.1 | 
1953/54 2,001.3 2,326.2 | — 324.9 | 337.8 184.1 + 153-7 | — 171.2 | 
1954/55 2,314-5 2,622.8 — 308.3 308.7 136.4 + 172.3 | — 136.0 | 
1955/56. 2,521.8 2,812.6 — 290.8 253.8 98.0 + 155.8 | — 135-0 | 
1956/57 (1) 2,650.2 2.921.5 | — 271.3 | 29.7 80.6 — §0.9 | — 322.2 
(1) Provisional figures as of December 31, 1956. 
Source: Conto Riassuntivo del Tesoro. 
B) BUDGET RETURNS: EXCHEQUER RECEIPTS AND PAYMENTS (1) 
Billion lire Toble 17 
Ordinary budget Movement of capital | | 
SS ee ee ’ a | 
Financial Year | Deficit (—) | [Deficit (—)) ot 
Receipts | Payments | or sur- Receipts | Payments | or sur- — 
plus (+) | plus (+) | 
} % Pa eres: = 
I 2 3 4 | 5 6 7 | 8=4+7 
= ——__|__—_—— de —| | 
| 
1948/49 989.2 1,359-3 | — 370.1 31-0 | 80.9 | — 49.9 | — 420.0 
1949/50 1,187.7 1,459,9 | —272.2 | 343.6 227.1 + 116.5 ~ 155.6 
1950/51 1,477°-3 1,687.9 — 210.6 139-9 | 88.3 + 51.6 — 159.0 
| | | | 
1951/52 1.687.3 2,004.8 | — 317-5 | 255-9 271.1 — 15.2 | — 332.8 
1952/53 1,891.5 2,265.3 | — 373-8 | 416.3 | 276.1 + 140.2 | — 233.6 
1953/54 1,953-1 2,209.9 | — 256.8 | 267.8 | 143.6 | + 124.2 | — 132.6 
1954/55 2,163.2 2,399-7 | — 236.5 | 334-3 | 117.6 | + 216.7 | — 19.8 
eb 2,395-8 | 2,664.1 | — 268.3 | 258.9 | 145.3 | + 113-6 | — 154.6 | 
1956/57 (July-Dec.) 1,203.2 1,232.3 | — 29.1 35-0 71.9 | — 36.9 | — 66.1 | 


(1) On account of current year, plus arrears from past year, minus arrears on current year. 


Source: Conto Riassuntivo del Tesoro 


t 
















INTERNAL PUBLIC DEBT 


At end of financial year or month 


Billion lire 


Table 18 





Financial 


year 














1947/48 
1948/49 
1949/50 
1950/51 
1951/52 
1952/53 
1953/54 
1954/55 


1955/56: 
July 
August 
Sept. 
Dec. 


Dec. 


Jan. 


| 52.8 
| 52.8 
(52.7 
| 52.7 | 
sa 
152.7 | 


32-7 | 


52.7 | 
52.7 | 
52.7 
52.7 


| 52.7 
| 52.7 





Redeem- 
able 
loans 


| Amount 





(1948 = 100) 


Floating 


debt 





| Bank 
of 

Italy 
Ad- 

van- 
ces 


Treasury 
Bills 


Postal 
Savings 


a. 
Banks| 
(2) | 


Amount 


Total 








fo.) 


8 





7-1 


392.2 | 


586.6 | 8.9 
690.5 | 


828.7 


9-3 
| 15.0 | 
1,024.4 | 38.2 
1,212.0 | 47-6 


1,498.2 56.4 


1,498.2 57.0] 
1,498.2 | 57-4 
1,506.1 | 57.8 
1,500.6 57-9 
1,701.7 | 46.7 
1,704.4 | 46.7 


1,704.4 | 46.7 
1,704-4 | 46.7 


1,711.9 | 46.7 
1,711-; | 46.7 
1,711.9 | 46.7 
1,706.4 | 46.7 
1,706.4 | 46.7 | 


8.4 | 


479-4 
453-6 
648.5 
752.8 | 
896.7 
1,115.6 
1,312.6 
1,607.4 


1,063.5 


482.6 1473.4) 
743-7 |470.5| 
719.2 |489.6 
817.2 470.5] 
479-5 
449-5) 
538.5, 
'570.3| 


| 


919-9 
908.2 


992-9 





1,608.0 | 
1,608.4 


1,616.4 





1,611,2 
| 
1,801.1 | 


1,803.8 | 
| 
| 

1,803.8 | 

1,803.8 | 

1,811.3 


1,811.3 | | 
| 378 | 


1,811.3 | 
| 
1,805.8 | 376 


1,805.8 | 376 


| 1,084.2 |542.4| 


| 1,428.5 |522.0 


| 1,155.0 








1,086.3 |514.8} 


1,107.9 '566.0, 
| 
| 


| 1,124.5 |623.5 


| | 


| 1,141.2 512.4 


| 


| 1,139-4 1478.2) 
| 15143-2 1447-5 
| 1,155.7 |481.0, 


| 
447-5) 


496.4) 
447-6) 


1,154.4 
1,153-3 


1,181.4 |601.4 





(1) Indebtedness to the Cassa Depositi e Prestitt. 
(2) Deposits maintained at the Treasury. 


Source: Conto Riassuntivo del Tesoro. 


225.6 
449-0 
608.6 | 
479-7 
812.9 
973-3 
1,036.0 


| 


998.7 | 





| 
| 
1,000.9 | 


1,003.9 
1.072,1 
1,064.4 
1,156.9 
1,095.7 | 





1,095,6 
1,129.2 
1.147,8 | 
1,148.7 | 
1,157-1 


1,163.0 | 


1,205.9 


1,251.0 


1,693.2 | 





| 1,837.2 | 
2,058.0 | 

2,212.6 | 177 
2,355-9 | 188 


| 2.593-4 





| 2,649.9 212 


2,646.7 | 
2,617.7 | 
2,760.9 | 
2,839.7 | 
2,825.4 | 
2,771.2 | 


2,728.3 

2,733-0 | 
2,798.9 
| 25767-4 | 
2,818.4 | 





2,906.7 





2,998.7 | 





165 


207 | 


| 4254-7 | 





4,226.1 | 
4:337°5 


| 4450-9 
| 4,626.5 


| 45575-0 | 
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SECURITY YIELDS BY MAIN CATEGORIES 


Percent per year 




















Table 19 
| Government Securities -'|--Non-government Securities | | 
Year Shares 
(Annual Redeem- coun 
or monthly Consoli- able Chenery Avesege | oh Peice 
average) dated (over 9 ch yield index | Yield 
} years) (1938 = 100) 
‘et ES Sr a ee” 4 5 6 7 | 8 | 
, 7 
ee cated. al ee oh 5-43 6.60 5-93 6.22 | 6.66 1,319.5 2.31 | 
— an ae 5.10 5-89 5-59 5.68 6.69 1,567.7 3-97 | 
a a a 5-13 6.06 5-68 5.83 6.83 1,528.2 5-44 
IE «2 we 8 5-30 6.42 | 6.06 | 6.12 7.23 1,676.2 6.56 
a a a 5-34 6.25 | 5-93 5-97 6.98 1,988.5 6.19 
ae 6k ke O'S 5-42 6.44 | 6.13 6.16 6.98 2,362.5 5-93 
| nn a ae 5-43 6.38 | 6.22 | 6.21 6.98 2,596.4 5-98 
| Me sa we oe oO 5-56 6.50 | 6.40 6.39 6.90 3,954.1 4-64 
mb «se ee 5-88 | 6.42 | 6.93 | 6.90 6.96 35557-2 5.07 
1956: January | 5.59 6.59 6.55 6.53 6.85 3,650.1 4-76 
February 5.61 6.66 6.66 6.62 6.84 3,690.4 4-73 
March 5-66 6.77 6.69 6.67 6.86 3575-2 4-90 
| April 5-73 6.85 6.67 6.67 6.89 393994 5-14 
| May 5-77 6.89 6.75 6.73 6.95 3486.2 5-04 
June 5-85 6.93 6.93 6.g0 6.99 | 3.3273 | 5-44 
July 5-94 6.90 6.93 6.90 6.96 3442.4 5-32 | 
August 6.05 | 6.99 7-02 | 6.99 6.95 3,633.0 5.04 | 
September | 6.44 7.02 | 7.18 | 7.14 6.99 35579-1 | 5-12 
October | 6.10 | 6.96 | 7-20 | 7-15 | 6.99 | 3,579.8 5.18 
November | 6.07 | 7.16 | 7:27 7.23 7-10 3,617.7 5-13 
December 6.08 | 7-29 | 7.26 | 7.24 | 7.16 | 3:705.7 5.00 





Source: Bollettino (Banca d'Italia). 


CAPITAL, SHARE PRICES AND DIVIDENDS OF SOME 





QUOTED ON THE STOCK EXCHANGE 














| Nominal 


Companies 


I 
Financial and Insurance 
Finsider - Soc. Finan. Siderurgica 
Finmare - Soc. Finanz. Marittima 
Elet- 


Finelettrica - Soc. Finanz. 


trica Nazionale ‘ 
Strade Ferrate Meridion. (Bastogi) 
La Centrale 
Pirelli & C. . 
Assicurazioni Generali 


Textiles 


Snia Viscosa . 
Cotonificio Cantoni 
Cucirini Cantoni Coats 
Lanificio Rossi 


Minerals, Metals and Engineering 


Monte Amiata 

Ilva 

Dalmine . 

Terni Dc. <¢ *. =< a ee 
8 % ae | 


Public Utilities 


Soc. Edison . 

STF... — 
S.I.P. - Soc. Idroelettr. Piemonte 
Meridionale di Elettricita 
Adriatica di Elettricita . 


Soc. 
Soc. 


Chemicals 


Montecatini 


A.N.1L.C. - Azienda Naz. Idroge- 
nazione Combustibili . 


Soc. Ital. per il Gas (Italgas). . | 
Sundry 
Soc. Generale Immobiliare 


Pirelli Soc. per Azioni 


| 
Eridania - Zuccherifici Naz... | 
} 
Italcementi | 


(1) On last dividend. 


capital 
(million 
lire) 


50,490 


18,000 


30,000 
36,000 
25,000 

1,400 


12,000 


21,000 
3,600 


Nominal 
value 


| of shares 


(lire) 


3 


6,000 | 


6,000 


3,280 
32,000 


12,000 


26,250 | 


76,000 


160,000 
65,000 
82,739 


69,984 
54,000 


100,000 


7,200 
19,900 


500 


500 


1,000 
1,000 
5,000 

400 
6,000 


1,200 
1,500 
1,000 
4,000 


2,000 
400 
500 
250 
500 


2,000 
2,000 
1,200 
1,000 
1,000 


1,000 


1,000 
1,000 
2,000 


1,000 


2,000 




















COMPANIES 
Table 20 
Last Dividend | Price of | yictg 
Saiinceticigemmmmennctiads shares on 
l | on Feb. 
Feb. 28, 
Date of | Amount | s957 28, 1957 
| payment | (lire) | dire) (%) (2) 
4 5 = , 7 
| 
9/7/56 40.— | 659.50 6.07. | 
2/11/56 32-50 | 487.— 6.67 
| 
31/10/56 70.— 1,283.— 5-46 
2/5/56 80.— 1,625.— 4-92 
28/1/57 400.— | 8,290.— 4-83 
3/4/56 100.— | 3,175.— 3-15 
2/7/56 500.— | 22,180.— 2.25 | 
| 
2/5/56 100.— | 1,532.— 6.53 | 
20/4/56 300.— | 11,300,.— 2.65 | 
9/4/56 350.— 6,875.— 5.16 
12'4/55 700.— -- — 
5/5/56 350.— 8,895.— 3-93 | 
16/4/56 28.— 561.— 4-99 
16/4/56 g0.— 1,673.— 5-38 | 
26/4/56 15.— 325.— 4-62 
2/5/56 70.— 1,396.— 5.01 
4/4/56 130.— 2,668.— | 4.87 
16/7/56 150.— 2,404.— 6.24 | 
20/4/56 84.— 1,441.— 5.83 | 
28/6/56 75-— 1,479-— 5-07 | 
16/7/56 70.— 1,414.— 4:95 | 
3/4/56 115-— | 2,740.—| 4.20 
2/5/56 g0.— 2,600.— | 3.46 
5/7/56 80.— 1,509.— | 5.30 | 
| | 
| 
7/5/56 800.— | 4:940.— 5.40 | 
2/5/56 | a | weer 8 
3/4/56 | 130.— | 3.405.— 3-82 
29/10/56 500.— | 14,750.— 339 
| | 
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SOME MAXIMUM AND MINIMUM STOCK EXCHANGE QUOTATIONS 









































Lire 
Table 21 
| ‘oo 6 | 
a ae ee Se re, 
| 
Someadies | EQuarter | IM Quarter | MII Quarter | IV Quarter 
| 
Re — ] ; ee a Py 
| Maxi- | Mini- | Maxi- | Mini- Maxi- | Mini- | Maxi- | Mini- | 
| mum | mum | mum | mum mum | mum | mum | mum | 
; TaArcere Se tei Sate te 
Financial and Insurance | | | 
| Finsider - Soc. Finanziaria Siderurgica . 699| 595, 625 555 632 556 624 595 | 
| Strade Ferrate Meridionali (Bastogi). . 1,745| 15515) 1,790) 1,230 1,533] 1,230) 1,575) 1.444 
La Centrale. . . . « ~ «© « | 9,700) 8,750) 9,275] 8,525 8,220} 7,000; 8,525| 7,800) 
| Pieeliac.. . . . « + « « | 3003] 2,$40] 2,730) 2,340 2,900! 2,600) 2,810) 2,605 
| Assicurazioni Generali . . . .«. «~ | 20,900! 18,250/ 20,450, 18,000 20,100} 19,000] 22,000) 19,200) 
Textiles 
| | | | 
ee ee ee ee ee 1,740} 1,442) 1,590} 1,240 1,490) 1,285) 1,500 1,370} 
| Cotonificio Cantoni . . . . . . 10,450) 9,720 10,400) 9,700 10,050) 9,700} 2,595] 2,240} 
| Cucirini Cantoni Coats . . . . . 6,660) 6,200) 6,530) 6,150, 6,530) 6,300) 6,650) 6,285 
| Lanificio Rossi . . . . « ~ « | 7,000) 5,200! 5,235) 3,850 4,050) 3,950) 4,050! 3,770 
| 
| . e e } | 
Minerals, Metals and Engineering | 
| Monte Amiata . . . = 8,100) 6,600) 8,559) 6,700 8,450! 7,000 9,225| 8,340} 
Ilva Alti Forni e Acciaierie a’ Italia . ~ 636 558 619, 395 510) 400 526| 470 
Dalmine oS ee! we” eed 1,693) 1,446, 1,580) 1,388 1,690) 1,495| 1,669 1,598] 
DOM ce Se fk. a er we CS 326} 279/ 293/ 232 291 242| 304) 264} 
| FLA.T. le” eS @ Soe BS 1,645! 1,339) 1,460) 1,000 1,350) 1,100 1,331| 1,252| 
| Public Utilities | | 
ae . | 2910 2,585) 2,903| 2,450 2,840) 2,500 2,940) 2,745| 
S.T.E.T. - Soc. Torinese Eserc. Telefon. 2,550) 2,325] 2,510) 2,200 2,300) 2,050) 2,375) 2,200 
| Soc. Adriatica di Elettriciti . . . . 1,363) 1,252) 1,340, 1,210 1,380) 1,235 1,391| 1,270] 
S.I.P. - Soc. Idroelettrica Piemonte . . | 1,500 1,330 1,447) 1,235 1,403) 1,250 1,475 | 1,293 | 
Soc. Meridionale di Elettricita . . . 1,462) 1,320 1,412) 1,210 1,390) 1,215) 1,477) 1,292) 
Chemicals 
Montecatini: . . ‘ 3,010, 2,600) 2,880) 2,095) 3,105) 2,150, 2,810) 2,595 
A.N.I.C. - Az. Naz. rogsnazion Com- | 
bustibili .  .. - «+ «+ | 25750) 2,375) 2,685] 2,225) 2,620, 2,250) 2,600) 2,420 


Soc. Italiana per il Gas Guilged . gs 1,534| 1,380! 1,450} 1,285) 1,380) 1,220 1,428) 1,345) 


Sundry 


Soc. Generale Immobiliare . . . . 760) 690 730 620 610! 450 586 547| 
Pirelli Soc. per Azioni . . . . . La 300) 2,846} 2,990 2,375| 3,080) 2,601) 3,500) 3,020) 
| 
| 


| 14,420) 12,995, 13,150) 11,890) 133650) 11,940 14,300) 12,925) 


Eridania - Zuccherifici Nazionali. . . | | 22,700) 19,200) 23,125 19,000} 21, an 19,025, 5,400 45565 | 
| 








Italcementi 








Source: Bollettino Mensile di Statistica (Istituto Centrale di Statistica). 





BALANCE SHEET OF THE BANK OF ITALY 
A) ASSETS 
Billion lire 
Table 22 











————I——yyy>y 


Gold Govern- 
d t Other 

mee Cash — to debtors 
foreign securi- assets 


T 
exchange ties (1) — 


Advances! Sundry 




















1948 (Dec. 31) . 





1949 


1950 





195! 








1952 





1953 


1954 





1955 


1956 


June 30 


September 30 





December 31 





March 31 | 74.0 6 | 421.7 


June 30 74.2 6 | 438.4 


September 30 74-9 | , 478.6 

















December 31 75-1 . 537-2 


(1) Including Government-guaranteed securities. 
(2) Chiefly advances to the Italian Exchange Office for the purchase of foreign exchange. 


Source: Bollettino (Banca d'Italia). 
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BALANCE SHEET OF THE BANK OF ITALY 











1949 


1950 


1951 


1952 
1953 
1954 
1955 


1956 


1955: 


1956: 


Year 


1948 (Dec. 31) . 


March 31 
June 30 
September 30 


December 31 


March 31 
June 30 
September 30 


December 31 


| 1,291.8 


Note 
circu- 
lation 


(1) 


963.0 
1,048.2 


1,165.2 


1,381.5 


1,449.3 


1,538.4 | 


1,671.4 


1,818.3 


1,433-9 


1,427.7 


| 1,505.9 


1,671.4 


1,563.7 


1,554.2 | 


B) LIABILITIES 
Billion lire 





Compul-| Other 1 Lire 
rea 
sory deposits Counter-| Other 
and : eee 
; and part liabili- 
time ; current : : 
| deposits sight iene Fund ties 
(2) liabilities (3) 
“SS. @t 8 | a 7 
164.0 85.9 — 58.2 49-6 
262.7 125.5 —_ 159-5 71.2 
| 262.1 142.1 3-1 35-0 81.4 
308.4 89.8 63.0 36.5 95-4 
360.2 79-4 | 25-4 12.3 | 120.4 
389.9 72-4 aati 6.7 139-3 
448.3 79-5 - 37-2 | 153.7 
513.2 102.0 —_ 21.5 160.3 
503.0 123.1 — 7.8 179.2 
502.0 61.1 “= 48.0 135.0 
474-2 76.3 i 52.8 143.2 
565.6 82.8 — 29.1 150.8 
513.2 102.0 _ 21.5 160.3 
566.2 82.6 | — 23-4 ’ 
| | 134.0 
6. 82 | 22. 20.8 
476-3 9 | 3 145-3 
| 570.4 | 98.0 | — | 14.8 _ 
| | 
| 503.0 123.1 —_ 8 
| 593 | 31 | wale 


(1) Treasury notes and coins are excluded and shown in Table 18. 
(2) Chiefly compulsory reserves by commercial banks. 
(3) Amount available at the Treasury as equivalent for International Aid received. 


Source: Bollettino (Banca d'Italia). 














2.3 


2.6 


2.7 


2.4 


2.6 


2.6 


2.6 


2.8 


2.9 


27 | 





1,319.1 
1,668.3 
1,680.3 
1,886.5 
1,981.0 
2,059.6 
2,259-4 
2,471.0 


2,634.4 | 


2,182.3 | 
2,176.6 
2,336.8 


2,471.0 


2,372-5 
2,309.9 


2479-4 


| 
| 


2,634.4 | 
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BANK AND SAVINGS ACCOUNTS 


Figures at end of year or quarter 














Table 24 


Banks (a) Post Office 


Savings 
books Current | 


and accounts 


Current 


Deposit 
a accounts | Total | 
| 


Total 
accounts | | 


(b) 





certificates 


o. 5 





Absolute figures (billion lire) 


805.5 | 714.8 1,520.3 | 342.0 | 393,0 
1,015.9 932.8 1,948.7 522.7 657-5 
1,172.4 | 1,062.5 2,234.9 | 689.9 | 817.6 
1,364.1 | 1,323.9 2,688.0 798.0 | 957-6 
1,688.7 | 1,646.7 35335-4 | 965.6 1,162.4 
2,021.2 1,893.4 3,914.6 1,150.5 1,426.4 
2,341.1 2,132.1 4,473-2 1,268.2 1,520.3 
2,722.3 | 2,431.5 5,153-8 1,363.0 1,439,9 
3,170.4 | 2,640.1 5,810.5 | 1,390.8 | 1,722.6 


: March 2,392.0 | 2,155-9 4,547.8 1,291.3 | 1,518.2 
June 2,427.2 | 2,193.6 4,620.8 1,288.2 1,510.3 
September 2,549-4 2,303.9 4,853-3 1,295.7 1,532-7 
December 2,722.3 2,431-5 5,153.8 1,363,0 1,639.9 


: March 2,805.5 | 2,407.2 5,212.3 | 1,383.0 1,632.0 
June 2,884.9 2,457-5 | 5342-4 | 1,381.8 1,626.0 
September 3,001,0 2,528.4 5,529.4 1,389.1 1,687.4 
December 3,170.4 2,640.1 5,810.5 | 1,390.8 1,722.6 








Index Numbers: 31/12/1948=100 


130 128 153 167 
146 149 147 202 209 
169 185 | 177 233 244 
210 230 219 282 296 
251 | 265 257 316 363 
291 | 298 | 294 37° 387 
338 =| = 340 339 399 417 
394 | 369 «| 382 407 438 





: March 297 302 | 299 378 386 
June 301 307 304 377 | 384 
September 316 322 319 379 390 
December 338 =| = 340 339 399 : 417 





: March | 348 337 343 404 415 
June 358 344 | «351 404 414 
September 373 354 364 406 
December 394 369 382 407 438 


(a) The data refer to 365 banks (commercial and savings banks) which hold about 99° of total bank 
deposits. 


(b) Excluding inter-bank current accounts and foreign current accounts. 


Source: Bollettino (Banca d'Italia). 
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BANK DEPOSITS AND MAIN ASSETS OF BANKS (a) 





























Figures at end of year or quarter Table 25 
| | aa > | = 
| Main bank assets Assets/deposits ratios 
Deposit |—— = eee a 
.. | Deposits : 
Pear and Deposits | with Govern- Credits Col. 3 \Col. 4-6| Col. 7 
| current | Cash | with the Treasury) ment | to | f f 
| accounts . | Bank jand other | securities | clients | Es hd iy 
rr htaly Insti- (b) ©) | Ol. 2 -2 - 2 
| tutions 
eee 3 4 5 6 | 7 | 8 9 10 
Absolute figures (billion lire) 
1948. - we ee | 0,520.3] 81.2 182.5 | 83.1 | 393-4 | 1,057.1] 5.3 43-3 | 69.5 
ee? Ss ace @ @ & 1,940.7} 93.8 | 286.7 113.5 399.6 | 1,369.2| 4.8 41.2 | 70.6 
IQGO «st tw to «| 25834-9] BEQ.4 272.5 | 110.2 | 509.4 | 1,613.8| 5.3 39-9 | 72.2 
195. - . e . | 2,688.0] 139.5 | 342.5 | 155.8 602.1 | 1,898.7| 5.2 40.9 | 70.6 
1952 - ss ws + | 393353] 260.8 | 397.7 210.6 665.6 | 2,390.1 | 4.8 38.2 | 71.7 
ae *& awe Ss 3991 4.6 | 174-9 429.2 221.5 753-7 2,886.2 | 4.5 35-8 | 73-7 
1954 - + + + «+ « | 49473-2| 195.2 | 489.1 | 267.8 841.1 | 3,316.8) 4.4 35-7 | 74-1 
1955 + + + + + + | 590538) 224.3 | 554-5 293-6 931-4 | 3,832.5) 4-4 345 | 74-4 
ee? ae Sek SrOnG | 268.0 550.6 268.2 1,074.5 | 4,458.0} 4.6 32.6 | 76.7 
| | 
1955: March 4,547-8| 154.9 524.2 | 261.6 904.6 | 3,282.2| 3.4 37-2 | 72.2 
June 4,620.8 179.2 498.0 | -250.9 911.7 | 3,400.4) 3.9 35-9 | 73-6 
| September 4,853.3 | 173-3 594-8 | 288.3 930.1 | 3,542-5| 3-€ 37-4 | 73-0 
December 5153-8 | 224.3 | 554-5 293-6 931-4 | 32832.5 | 4.4 34-5 | 74-4 
1956: March 5,212.3| 163.7 | 589.4 | 291-3 | 1,011.8 | 3,827.8) 3.1 36.3 | 73-4 
June 5,342-4| 184.9 509.4 291.2 | 1,068.7 | 3,997-5| 3-5 35-0 | 74.8 
September 5,529.4, 169.2 606.1 320.5 | 1,074.3 4,128.1 | 3.1 36.2 | 74.7 
December 5,810.5 | 268.0 550.6 268.2 | 1,074.5 4:458.0| 4.6 32.6 | 76.7 
Index Numbers; 31/12/1948=100 
1999 - + + + es | 128 116 157 137 102 | 129 
mp see ee | Oe | oe 149 133 129 153 
ae 172 | 188 | 187 153 180 
Co “ae oe eee 219 | 197 218 253 | 169 | 226 
oan «se «6 oe | ee 215 235 | 267 | 192 | 273 
| 1954 +--+ + + + | 294 | 240 268 | 322 | 214 | 314 
1995 - +--+ ++ | 33% | 276 | 304 | 353 | 237 | 363 
mM «2 cn es os | Fe | 390 | gen | 323 | as | 4422 
| j | | | 
1955: March | 299 | 190 | 287 | 315 | 230 310 
June 304 | 221 273, | 302 | 232 | 322 | 
September 319 | 213 326 | 347 | 236 | (335 =| | 
December 339 | 276 394 | 353 | 237 | 363 | 
1956: March 345 | 202 323. | 351 | 257 362 | 
June 351 | 228 279, | 350 | 272 378 | 
September | gee | ace | ga | 38 | CU8es | C38? | 
December 382 | 330 302 323 | 273 | 422 | 











(a) The data refer to 365 banks (commercial and savings banks) which hold about 99°% of total bank 
deposits. 

(b) Treasury bills and other Government securities at market values. 

(c) Including: bills on hand, rediscount at the Bank of Italy, contangoes, advances, current accounts, 
loans recoverable on salaries, loans against promissory notes, loans on pawn, mortgage loans, current accounts 
with sections for special credits, participations. Foreign credits are excluded. 


Source: Bollettino (Banca d'Italia). 











AVERAGE WHOLESALE PRICE INDEX 
1938 = 100 


BY MAIN 

















: January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 


December 





| Gen- 


eral 


Index 


5443 


5169 


| 4897 
| 5581 

| 5270 
| 5250 
| 5293 | 
| 5320 


5380 


| 5381 
| 54x 
| 5426 


5427 


5428 


5369 
| 5331 


| 5397 


5328 


535° 


5373 | 


5427 


Veget. 
origin 


3 


Ani- 
mal 


origin 


Tex- 
tiles 


CATEGORIES 


Table 26 





| Basic 
| Leath- | metals) Fuels |Chem-} 


er and|& engi- 


foot- 


| wear | 


| nheer- 


ing 


prod. | 


7 


and | ical 


| lubri- | prod- | 


cants | ucts | 





4696 


4830 


4746 | 
4821 | 
4869 
5331 | 
5265 | 


5368 | 


57°09 


5622 


5776 | 
5892 | 
5973 | 
6030 | 
5851 | 
5668 | 
5566 | 


5546 | 


5566 


5514 | 


5514 








7528 | 
6481 
6401 
7289 
6796 
6433 | 
6959, 


7012 | 


7017 | 


6963 | 


7035 | 
6944 | 
6774 | 
6767 | 
6827 | 
6864 | 
6981 | 


7182 | 


| 7305 | 


7364 


7200 


6900 
5939 
6015 
7621 
6343 | 
5894 | 
5691 

559 | 


5358 


5415 
5409 
5435 | 
— 


5454 | 
5282 | 

| 
5275 | 
5254 
5250 | 
5274 | 
5354 


5432 


483 6) 


4609 


| 4191 | 


| 5213 | 


4245 | 
4066 
3804 
3473 


3454 | 


3438 
3433 | 
3445 | 
3452 
3442 | 
3416 | 
3396 | 
3397 
3480 
3479 


3502 





3565 | 


5892 


5402 | 


5228 | 
6689 | 


6767 | 


5758 | 


5414 


5756 | 


593° | 


5875 


5896 


5918 


5914 


5881 


5850 | 


5839 | 


5993 


5932 


6012 





| 5874) 





6260 | 


4365 | 5850) 
3945 | 5603 | 
3784 | 5302 | 
4666 | 6008 | 


4440 | 5717 





4080 | 5255 
4240 | 5073 | 
4357 | 5224 


4672, 5384) 


4531 | 5393 
4606 | 5438 
4612 | 5461 
4599 | 5439 | 
4596 | 5421 | 
4608 | 5387 | 
4604 5372 | 


4616 | 5369 | 





4642 | 5341 
4712 | 5303 


4870| 5322 





5072 | 5363 


Source: Bollettino Mensile di Statistica (Istituto Centrale di Statistica). 


Build- 


| ing 
Paper | 5 
mate- 


| rials 


| 


| 


| Glass 





| 4796 
| 4903 
4928 
4878 
| 4797 
4549 
4329 
4206 


| 4194 


4206 
4206 


| 4206 


| 4206 
4206 
| 4171 
4171 
| 4171 


4171 





4206 
4206 


4206 | 


| 


| 
| 


| 
| 


3 


| 
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COST OF LIVING INDEX 
1938 = 100 
” Table 27 
| | Heating 
| General | ’ . 
Year | | Food Clothing and Rent Miscell. 
Index ee 
lighting 
| | 
a : 3 4 5 oe _7 
| | 
| 
1948 (annual average) 4844 6083 6004 2634 | 366 4337 
1949» » 4915 6069 5956 3255 543 4469 
1950 » » | 4849 5877 5742 3430 73° 4610 
1951 » » | 5320 | 6279 6975 3746 1232 5248 | 
| | 
1952 » » 5546 5641 6415 4031 1565 5501 
1953 » » 5654 6680 6224 4091 1720 5549 
1954 » » 5806 6875 6308 4074 1826 5640 | 
1955 » 5969 7959 6287 4°75 2088 5764 
1956 » » 6266 | 7368 6270 4134 2687 5900 | 
1956: January 6099 CO 7136 6265 | 4079 2620 5826 
} 
| | 
February 6181 7265 6263 OC 4097 2620 5825 
| 


March 
April 


May 





6254 





7375 





6262 


Source: Bollettino Mensile di Statistica (Istituto Centrale di Statistica). 


4094 


2644 


5841 



















MONEY WAGE INDEX 


Gross wages for men, inclusive of family allowances 


1938 = 100 











Industry Trade | Govern- 
oi ee — —__—_—| Transport ment 
Wages Salaries Wages Salaries | (a) | service 
(a) (b) @ | @ | (°) 
3 a N 8 


Table 28 














1948 (annual average) 6440 5252 3960 |... _— 5129 3821 
1949 6905 5468 4148 5907 4797 5346 4336 
1950 6966 | 5825 4292, | 6159 | 4941 | 5722 4474 
195 7101 6386 4968 =| = 6577 5323, | 46257 | «4637 
1952 7464 7090 5350 | 7195 | 5830 | 7or2 | 5041 
1953 . 8262 7545 5559 | 7653 | 6249 | 739% 5332 
1954 8484 | 7777 5749 | 7825 6420 7501 | $420 


1955 , 8961 | 8092 6094 | 8063 | 6621 7856 6047 





1956 , 9280 8526 | 6477 8571 7124 | 8291 6615 


1956: January | 9068 8167 | 6178 8176 | 6724 | 7956 | 6307 
February 9068 8171 | 6178 | 8176 | 6724 7956 | 6307 
March 9068 8171 6178 8176 | 6724 7956 | 6349 
April | 9188 8427 6399 8432 6969 | 8238 | 6349 
May 9231 8427 | 6399 | 8432 6969 | 8238 6349 
June 9383 | 8620 | 6568 8746 7294 8418 6349 
July 9383 8620 | 6568 8746 | 7294 8418 | 6896 


August | 9383 8671 | 6611 | 8794 7357 8463 6896 





September , 9383 | 8758 | 6662 | 8794 | 7357 8463 6896 


October 9403 8758 | 6662 |, 8794 | 7357 8463 6896 





November 9403 | 8758 6662 | 8794 7357 8463 6896 














December 9403 | 8758 | 6662 | 8795 7366 8463 6896 


(a) Minimum contractual daily wage rates including all allowances for married workers with three 
children. 


(b) For married men with two children. 


(c) From July 1956, gross wages include attendance bonus, overtime pay and family allowances for 
married men with two children. 


Source: Bollettino Mensile di Statistica (Istituto Centrale di Statistica). 
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REAL WAGE INDEX 





1938 = 100 
Table 29 
’ Industry Trade ii 4 
Year agua Transport ment | 
ture ; 
Wages Salaries Wages Salaries ee 
“ ities 2 3 4 5 6 7 > 
1948 (annual average) 132 108 82 e#s see 106 79 
1949 » » 140 11! 4 120 96 109 &g 
1950 » » 144 120 bea) 127 102 118 92 
195! » » 133 120 93 124 100 118 87 
1952 » » 135 128 g6 130 105 126 g! 
1953 » » 146 133 gs 135 110 131 94 
1954 » » 150 134 99 135 rit 129 93 
1955 » » 150 136 102 135 It! 132 TOI 
1956 » » 148 136 103 132 114 132 106 | 
1956: January 148 134 101 134 110 130 103 
February 145 131 ag 131 rok 128 101 
March 145 131 99 131 1ok& 127 102 
April 146 134 102 134 Itt 131 101 
May 146 133 101 133 110 130 100 
June 149 137 104 139 116 134 101 
July 149 137 105 139 116 134 110 | 
August 149 138 105 140 117 135 110 
September 149 139 106 139 117 134 109 
October 150 140 106 141 117 135 110 | 
November 150 139 106 140 117 135 110 | 
December 149 139 106 139 117 134 109 | 


(a) Data elaborated on the basis of the cost-of-living index. 


Source: Bollettino Mensile di Statistica (Istituto Centrale di Statistica). 

























NUMBERS OF LABOUR COST FOR SOME CATEGORIES 
OF INDUSTRIAL WORKERS 


1938=1 
93 Table 30 
Industry | eee 
: : Office 
Basic Electric Power | workers 
Year Metals and , on as - : 
psa Chemical _ Buildin Cotton | in 
Engineer- 8 Westen Office | Industry 
ing workers 
I 2 3 4 5 6 7 8 
1948 (Annual average) 72.30 64.48 56.58 ee 116.4 48.86 
1949 » » 75-12 67.46 59.29 83.15 65.65 122.7 51.76 
1950 » » 76.82 69.64 62.57 88.44 70.89 125.2 53-79 
1951 » » 83.53 76.55 68.98 94-64 78.57 136.9 63.32 
1952 » » 88.61 82.09 74.16 102.96 85.36 146.5 70.05 
1953 » » 95-36 86.20 80.08 113.36 94-31 150.8 75-66 
1954 » » 99-76 gi.22 83.48 118.15 98.45 79.78 
} 1955 » » 102.10 96.85 85.87 123.02 103.14 eee 84.04 
| 1956 (Jan.-Oct.) 110.10 101.37 90.39 134-83 113.00 167.8 90.62 
Source: Rassegna di Staustiche del Lavoro (Confederazione Generale dell’ Industria Italiana). 
AVERAGE DAILY LABOUR COST PER WORKER 
‘ Table 31 
Wage costs Social charges 
Daily : 
quota of On daily _— 
Daily supple- On daily — supple- Total 
Ves wage mentary wage mentary Numbers 
— quota 1938=1 
costs (1) 
Lire 
I 2 3 4 5 6 7 
1948 (Annual average) 884.61 164.54 276.11 33-34 1,358.60 69.71 
1949 » » 898.75 167.15 337-30 39-47 1,442.72 74.02 
1950 » » 923.84 171.83 352.02 41.15 1,488.84 76.39 
1951 » » 1,010.23 187.91 386.26 46.34 1,630.74 83.67 
1952 1,051.49 195-57 450.43 61.59 1,759.08 90.25 
1953 » » 1,080.79 201.03 592.65 72.50 1,856.97 95.28 
1954 » 1,120.37 208.38 531.98 70.82 1,931.55 99.10 
1955 » » 1,173.70 218.32 530.04 73-80 2,001.92 102.71 
1956 (Jan.-Sept.) 1,228.48 228.50 569.66 79-29 2,105.92 108.05 





(1) Public and annual holidays, obligatory Christmas bonus. 


Source: Rassegna di Statistiche del Lavoro (Confederazione Generale dell’Industria Italiana). 
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UNEMPLOYMENT: PERSONS REGISTERED AT LABOUR EXCHANGES 


Thousands 


Table 32 







































By classes of unemployment By sectors 
| For- — House Retired Employ- | of | | — 

Year | merly | seeking’ wives | Persons ed per- | Total which | Agri- | Indus- cified | Others | 
jemploy-| first cocking! seeking} sons | |women| cul- wy un- | (a) 
ied per-employ- employ- employ-| seeking ture skilled 

sons | ment | ment | ment | change | labour | 
[ats tets Te [7[slsfelal a 
= a 1 | 
1949 (average) 1302 371 182 86 1941 616 | 
1950 » | 1190 | 425 156 31 58 1860 | 593 | 346 966 | 404 144 
| 1951 . 1212 | 509 | 136 31 50 1938 605 | 362 927 | 493 156 
1952» 1261 589 132 39 52 2073 | 674 | 434 «=©6979 | 451 , 218 
1953 » 1282 | 664 | 133 48 54 2181 | 735 | 492 942 440 | 307 
1954 » 1305 | 654 | 136 55 47 2197 | 741 | 492 933 460 312 
| 1955 > 1203 | 610 138 60 50 2161 | 717 473 923 449 316 
| 1956 » 1323 | 614 | 118 | 64 52 2171 | 704 507 966 | 373 325 
1956: 
January 1506 650 126 65 54 2401 712 530 1094 410 367 
February 1502 | 662 124 68 55 2471 714 569 1122 408 372 
March 1479 | 660 125 66 56 2386 724 543 | 1074 8405 364 
April 1382 | 644 12465 54 2269 732-519 | TOI2 | 395 343 
May 1281 | 618 122 63 52 2136 722 484 95° | 379 323 
June 1238 600 118 63 50 2069 | 712 473 917 364 315 
| July | 1206 | Sor | 117 | 61 48 2023 | 794 465 | 904 355 302 
| August | r185 584 | 113 62 49 1993 | 681 486 869 348 290 
| September | '191 585 112 63 50 2001 | 681 501 860 346 294 
October | 1209 588 112 63 50 2022 | 688 492 878 | 344 309 
| November | 1274 594 | ant 64 51 2094 | 695 508 918 | 345 323 
| December | 1364| 597 | 106 | 66 | 53 | 2186| 684 | 509 999 | 382 295 
| l 


(a) Commerce, transport and communications, banking and insurance. 


Source: Statistiche del Lavoro (Ministero del Lavoro). 





BANCA 


NAZIONALE DEL LAVORO 


HEAD OFFICE: ROME 
VIA VITTORIO VENETO, 119 


Condensed Statement of Condition, December 31, 1956 


ASSETS 





Cash, Balances with Bank of aad & 
Money at call i om ; 


Treasury Bills . a 
Govt. or Govt.-guaranteed Securities 
Other Securities 

Bills discounted 

Advances and Loans 

Contangoes 

Due from Correspondents . 


Customers’ liabilities for guarantees, 
Acceptances, etc. 


Miscellaneous accounts . 
Participations , jou 
Premises, Furniture ont Equipment 


Total . 


Securities deposited by third parties . 
Special guaranteed accounts 


Staff Retirement Fund & Provident 
Fund: Bank’s securities deposited as 
guarantee ar ae 


(Million lire) 


172,555-1 
10,292.0 
86,090.4 
11,510.1 

221,284.1 

280,320,3 
14,576.7 
25,861.2 


104,185.3 
4,005.7 
482.7 





931,163.6 


260,675.7 


11.7 


15,592.1 


1,207 443.1 





LIABILITIES 
Capital 1,150.0 
Ordinary Reserve Fund 7420.0 
Staff Retirement Fund & Provident 
Fund + 2 15,197-3 
Deposits & Current Accounts . 577»394-7 
Correspondents 56,000.5 
Foreign currency accounts . 33,289.7 
Circular cheques (assegni arcolart) 22,429.2 
Advances taken 251.5 
Bills for collection . 43,286. 3 
Guarantees, Acceptances, etc. 104. 185.3 
Miscellaneous accounts . 66 ,079.2 
Unearned discount, etc. 39547-3 
ee ae ee ee 932.6 
Total . 931, 163.6 
Depositors of securities . 260,675.7 


Blocked accounts senate — 
accounts os os 11.7 
Bank’s securities guaranteeing Staff 
Retirement Fund & Provident Fund 


1,207,443-1 


15-592-1 


AUTONOMOUS SECTIONS FOR SPECIAL CREDITS 


SECTION FOR CREDIT TO MEDIUM AND MINOR INDUSTRIES 


Capital, Reserves and Government Guarantee Fund L. 3,195,825,360 


SECTION FOR HOTEL AND TOURIST CREDIT 
Aggregate Capital and Reserves L. 854,301,187 


SECTION FOR CO-OPERATIVE CREDIT 


Capital and Reserves L. 2,667,776,386 - Government Guarantee L. 2,000,000,000 


SECTION FOR MORTGAGE CREDIT 
Aggregate Capital and Reserves L. 2,647,622,464 


SECTION 


FOR CINEMA CREDIT 


Aggregate Capital and Reserves L. 921,843,662 








BANCA NAZIONALE DEL LAVORO 


ALGHERO 
ANCONA 
Ascott PicENo 
AVELLINO 
Bari 
BENEVENTO 
BERGAMO 
BIELLA 
BoLoGNna 
BoLzaNo 
BkEscIa 
BrunIco 
CAGLIARI 
CARRARA 
CAsTEGGIO 
CasteL San GIOVANNI 
CATANIA 
CAaTTOLICA 
CHIETI 
CHIOGGIA 
CiviraNova MarcHEe 
CIVITAVECCHIA 
Como 
CoriGLIANo CALABRO 
CorTEOLONA 
CosENZA 
CREMONA 
CROTONE 
CuNEO 

Empo.t 
FaBRIANo 
Fano 

FERMo 
FERRARA 


Representative Offices: 


Branch in Spain: 


BRANCHES IN ITALY 


FiorENZUOLA D’ARDA PEsCARA 

FIRENZE PIACENZA 

Foceta Porto RECANATI 
FoLicNno Porto San Gtorcio 
Forti Porto Torres 
FRATTAMAGGIORE Prato 

GENOVA RAVENNA 
GENOVA - SAMPIERDARENA Reccto CAaLasria 
Gorizia Reccio EmILia 
GRrossETO Ricctone Marina 
JEs1 RiMINI 

LANCIANO Roma 

L’Aquita RosaRNo 

LaTINA CENTRO SALERNO 


LATINA sCALO 


San BENEDETTO DEL TRONTO 


yas SASSARI 
Livorno . 
L SAVONA 
cc . 
oe ScHIO 
MACcERATA 
MANTOVA SENIGALLIA 
MERANO SOTTOMARINA DI CHIOGGIA 
MESssINA STRADELLA 
MILANo SULMONA 
MopENa TERAMO 
oO 
MonsuMMANO TERME Torin 
Napo.t TRENTO 
Nota TRIESTE 
Nuoro UpDINE 
T 
OrIsTANO UrsINo 
Papova VENEZIA 
PALERMO VENEZzIA-MEsTRE 
PARMA VERCELLI 
Pavia VERONA 
PERUGIA VICENZA 
PEsaro VoOGHERA 


DEPENDENCIES ABROAD 


NEW YORK - 1, Wall Street — LONDON E.C. 2 - 54, 
Threadneedle Street — PARIGI - 4, Rue de la Paix 
FRANKFURT a.M. 68, Bockenheimer Landstrasse 
RIO DE JANEIRO - Rua Visconde de Inhatima, 134 
MONTREAL - 1425, Mountain Street — CARACAS - 503 
y 504 Clara Espafia 


MADRID - Calle Principe, 12 











| 


Autorizzazione del Tribunale di Roma No. 2159 








Stabilimento Aristide Staderini - Roma - Via Crescenzio, 2 








